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ESPITE the number of volumes that have been written 
D dealing with banking policy in its various aspects, our 
understanding of bank security-investment policies is 
still noticeably inadequate. The desirability of investing idle 
funds in securities has often been questioned. To the logical ob- 
jections raised by economists have been added, on occasion, the 
criticisms of practical bankers, presumably based on their own 
experience and observation. In 1908, for example, Mr. Joseph T. 
Talbert, in an address before the Minnesota Bankers’ Association, 
voiced the belief that security investments on the part of mercan- 
tile banks were both “undesirable and unprofitable.” 

Most of the discussions present no clear-cut analysis. In fact, 
two opposing schools of thought have even arisen with respect to 
the basic factor causing banks to place funds in securities. One 
insists that the use of surplus funds is the crux of the situation, the 
other maintains that money rates are of prime importance. 
Riefler, after a careful examination of the question, occupies an 
intermediate position, and endeavors to correlate both elements. 
In his own words, “member banks have usually been forced to 
sell investments at those times when pressure for funds has been 
sufficient to raise short-term rates above bond yields, and, on the 
other hand, they have increased their holdings of investments 

« Mr. Steiner is Chairman of the Department of Economics in Brooklyn College. 
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when funds were sufficiently plentiful to depress rates in the short- 
term open markets well below bond yields.” 

The broad scope of all these generalizations serves to raise 
doubts as to their complete validity. Riefler, it is true, bases his 
conclusions on an analysis of banking statistics. But he employs 
only one general series of bank-investment data for the banks as 
a whole. Can country bank policy and New York City bank pol- 
icy be assumed to parallel one another closely? Are government 
bonds treated in no different fashion by banks than are “other 
securities”? In short, does not the entire problem call for closer 
examination? 

In fact, a first step in attempting to answer all the questions 
which have arisen concerning bank investment policy would seem 
to be a detailed analysis of what each of the three leading groups 
of banks—country, reserve city, and central reserve city—has ac- 
tually done, both in holding government securities and in holding 
“other securities.”” For this purpose, the published national bank 
figures of the Comptroller of the Currency, taken from his annual 
reports, together with certain additional data which he has kindly 
supplied,} have been analyzed for the period 1914-31.4 This is the 
only homogeneous body of material available, and its study 
should, it is believed, possess practical as well as scientific interest. 
Such a study should afford a basis or background for more ambi- 
tious. investigations of special phases of the bank-investment ques- 
tion. 

The importance of this problem is revealed by the fact that the 
banks have devoted an increasing proportion of their assets to the 
purchase of securities. A computation of the percentage of invest- 


2 Money Rates and Money Markets inthe United States (1930), p. 118. 
3 Through the courtesy of Arthur H. Schwartz and Simon H. Rifkind. 


4 In compiling the figures, ‘bonds borrowed”’ have been deducted. 

Although St. Louis was reclassified as a reserve city on July 1, 1922, no adjust- 
ment has been made for the holdings of securities by the banks of that city. On June 
30, 1922, the last call date on which St. Louis was included with the central reserve 
city group, its holdings of governments amounted to only $19,000,000, and holdings 
of “other securities” were but $21,000,000. The corresponding holdings of all three 
central reserve cities at that date were approximately $564,000,000 and $366,000,000 
respectively. 
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ments to total resources at different dates furnishes evidence of 


this tendency (Table I). 
TABLE I 


Central Reserve Country 
Reserve City Bank 
(Per Cent) | (Per Cent) | (Per Cent) 


Sept. 12, 1914 16 16 21 
Sept. 14, 1923 18.5 18.5 27 
Sept. 29, 1931 26 28 33 


United States Government and other miscellaneous bonds and 
securities held by national banks on June 30, 1914, amounted to 
$1,871,401,000 while at the mid-year call of 1931 total invest- 
ments were $7,674,837,000, an increase of $5,803,436,000. In 1930 
17 per cent of these investments were held by central reserve city 
banks, 30 per cent by reserve city banks, and 53 per cent by 
country banks. 

In the present study, three periods have been distinguished 
which may be characterized as: pre-war, 1914-17; war and read- 
justment, 1917-22; prosperity and reaction, 1922-31. Of neces- 


sity, the lines of demarcation between the periods are not sharp, 
hence the discussion overlaps at certain points. Charts I-IV de- 
pict the data graphically. 


YEARS 1914-17 
United States securities.—Referring to Charts I and II, prior to 
1917 there apparently was no settled investment policy on the 
part of any of the three banking groups in respect to purchases 
and sales of government securities. The national debt was small 
and, consequently, there were few government obligations out- 
standing. Furthermore, the issues that were outstanding were for 
the most part used to secure note circulation, the volume of gov- 
ernments held by the banks corresponding roughly to the amount 
of national bank notes in circulation. The decline in bank hold- 
ings of government securities during these three years reflects the 
reduction of the national debt. 
Other securities —More specific observations may be made with 
respect to “other securities,” as indicated in Chart III. The 
crisis of 1914 accounts for the sharp rise in such holdings in the 
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autumn of that year. The Aldrich-Vreeland Act provided for the 
issuance of emergency currency against acceptable collateral in 
times of stress and the demand for cash, naturally, was reflected 
in the volume of securities held.s When this abnormal demand 
had subsided, liquidation took place. 

It is interesting to observe that the pressure of the crisis was 
most intense at the central reserve city banks and least at the 


HOLDINGS-OF-U.S*GOVERNMENT* SECURITIES « 
so] CENTRAL: RESERVE’ CITY* BANKS 


Fic. 1 


country banks, but that the duration was greater in the latter 
than in the former group. With the inauguration of the Federal 
Reserve System in November, 1914, an elastic currency was pro- 
vided. Accordingly, later increases in the amount of “other se- 
curities” held no longer represented acute currency demands as 
there was no necessity of resorting to emergency legislation. 

The year 1915 ushered in a period of banking expansion, and a 
substantial increase in the holdings of “other securities”’ was wit- 
nessed. Foreign loans, to aid in financing the European War, were 
responsible for a great proportion of this rise, the country banks, 


5 See O. M. W. Sprague, “The Crisis of 1914 in the United States,” American 
Economic Review, V (1915), 499-533- 
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especially, purchasing this type of security. The addition of these 
obligations to bank portfolios was checked after a warning issued 
by the Federal Reserve Board on November 28, 1916.6 The en- 
trance of this country into the war in 1917 discouraged further 
investment in private issues. The need of money for industry and 


YIELD ON U.S.GOVERNMENT SECURITIES 
COMPARED WITH YIELD ON 60 HIGH GRADE BONDS 
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to carry on the war, besides the practical restriction of new issues 
by the Capital Issues Committee, prevented expansion in this di- 
rection. 


YEARS 1917-22 

United States securities —With our entry into the war, the 
banks became distributing agents for United States government 
securities. In addition, they carried the portion of the Liberty 
loan issues which could not be immediately absorbed by the sav- 
ings of the people. They further held substantial amounts of 
certificates of indebtedness, largely “renewed” by being replaced 
at maturity with new certificates.’ 

6 Federal Reserve Bulletin (December 1, 1916), pp. 661-62. 


7 Annual Report Federal Reserve Board (1919), p. 1. Federal Reserve Bulletin (Oc- 
tober, 1919), p. 910. 
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Liquidation of governments started in 1919. In that year, the 
financial policies of the government ceased to be a major factor in 
Reserve Bank operation. One element in the movement was the 
effort of the Reserve System to induce its members to rid them- 
selves of their war paper; since it was realized that only in this 
manner could the banks once more become truly commercial in- 
stitutions.’ Furthermore, after having been “frozen up” with gov- 
ernments, the banks wished to regain their liquidity. 

Desire to reduce their indebtedness at the reserve banks does 
not appear to have been the sole reason for the wholesale dis- 
posal by the banks of their holdings of governments. Instead, it 
appears that the far more attractive yields offered on commercial 
paper and other short-term obligations, reflecting sharp pressure 
for funds, exercised a very real influence. Despite the warnings of 
the Reserve authorities to reduce credit lines, member banks were 
at the outset unwilling to repay their borrowings with the funds 
secured through their liquidating operations and merely used 
these funds for more lucrative purposes. 

Turning to a comparison of the three different banking groups 
we note a more rapid disposal of the war issues at the central re- 
serve city banks. Relatively, these institutions bore the brunt of 
war financing. The fact that the rise in holdings was more precipi- 
tate at these institutions manifests the prompt adaptation to cir- 
cumstances which is characteristic of banks at the money centers. 
An essential function of an efficient money market is the tempo- 
rary holdings of security issues in the interval between the original 
emission and definite absorption by investors, and the central re- 
serve city banks admirably performed this function.® 

In financing the war, the policy was adopted of issuing large 
amounts of certificates in anticipation of the bond issues and au- 
thorizing their acceptance in payment of bonds allotted.”® It should 

8 Beckhart, Discount Policy of the Federal Reserve System (1924), p. 325. The 


sharp increase in the holdings of governments by central reserve city banks in the 
middle of 1921 reflected a bulge in the time and demand deposit of the institutions. 
9 Hollander, “The Currency Act and Bank Investments,” Journal of Political 
Economy (May, 1914), p. 451. 
%© Annual Report of the Secretary of the Treasury on the State of Finances for the 
Fiscal Y ear ended June 30, 1917, p. 14. Chapman, Fiscal Functions of the Federal Re- 
serve Banks (1923), chap. vii. 
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be noted that in the latter half of 1918 the central reserve city 
banks did not participate in the government financing program 
relatively to as great an extent as they had on previous occasions. 
This does not represent any dereliction of duty on their part but, 
on the contrary, is merely an indication of temporary relief af- 
forded the banks at New York from the excessive strain that had 
been placed upon them. Since the beginning of the war the fed- 
eral government had been dependent on the central reserve city 
banks to provide accommodation for its short-term borrowings, 
the Treasury having characterized the sale of certificates to the 
country at large (generally, country banks) as “distinctly disap- 
pointing.’”* Appeals for co-operative effort having been of small 
avail, complete subscription was made possible only through 
twelfth-hour action on the part of banks in the financial centers, 
notably New York, in taking more than their respective quotas. 
However, in the latter half of 1918, the change from optional par- 
ticipation on the part of the banks to moral pressure further de- 
veloped into administrative compulsion in the allotments made. 
With the systematic efforts of the Treasury to establish a wider 
subscription basis for the certificates issued in anticipation of the 
Third and Fourth Liberty Loans, the relative amounts allotted to 
the New York district became less.” 

Other securities —In his annual report for the year 1917, the 
Secretary of the Treasury had emphasized the importance of 
avoiding unnecessary capital expenditures in public and private 
undertakings. The Capital Issues Committee was formed for the 
purpose of passing on all bond issues and to the extent that new 
bond issues were prevented, the investment market was relieved 
of the necessity of absorbing them. In 1919, after the Capital Is- 
sues Committee had disbanded, new flotations were exceptionally 
heavy. 

The close of 1918 witnessed the resumption of the growth of the 
“other security” holdings of country banks. During 1919 a sub- 
stantial increase, relatively speaking, in the investment port- 
folios of the central reserve city banks also took place while the 


" Hollander, War Borrowing (1919), pp. 46-47. 
[bid., pp. 62-63. 
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reserve city banks added but slightly to their holdings. Apparent- 
ly the reserve city bankers were unwilling to re-invest in the post- 
war inflationary period while the excess balances at the banks in 
the money centers forced those institutions to find a use for these 
funds. 

The readjustment in credit conditions brought about renewed 
liquidation in “other security” holdings by the two latter groups 
in 1920 and 1921. As far as the country banks were concerned, 
however, the credit collapse succeeded in only slightly restraining 
the rate of growth of their holdings." 

It must be realized that the rise in the holdings of “other securi- 
ties,” which we may conveniently term “corporate,” at the cen- 
tral reserve cities in 1919 was merely a temporary adjustment, 
while the continued growth of the holdings of this type of obliga- 
tion by the country banks in the face of a steady liquidation of 
governments by the same group is significant of a long-term trend. 
During this period, as far as the central reserve city banks were 
concerned, investments in “other securities” reflected more ac- 
curately the movement of funds into and out of the central re- 
serve cities. The effect on corporate securities is more marked 
because such holdings were less influenced by the exigencies of 
Treasury finance."* In general, fluctuations in holdings of ‘other 
investments” increase and decrease with bankers’ deposits and 
security loans. 

The simultaneous buying of corporate issues and selling of gov- 
ernments, described above, represented, to a certain extent, a 
process in which the country banks’ funds were consciously shift- 
ed to higher yield obligations.’* This process is further brought 
out by the fact that the liquidation of governments by these insti- 
tutions continued after the strain of the cycle of deflation had 

"3 W. F. Mitchell, The Uses of Bank Funds, p. 64, observes that “in this period 
May 4-November 15, 1920] banks in all sections [Ne w York City, South, and Mid- 
dle West] used funds obtained by rediscounting for the purchase of other securities. 
Obviously these funds might have been used to grant further credit for commercial 


purposes, on eligible paper. But declining prosperity began to turn bank funds from 
commercial loans to corporation securities.” 


4 Watkins, Bankers’ Balances (1929), p. 309. 
15 See Annual Report Federal Reserve Board (1922), pp. 9-10. 
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passed (from September 1921 to June 1922) during which period 
the other two banking groups had added to their holdings of Unit- 
ed States securities. It also brings to light the exceedingly rare 
situation in which the purchase of a particular type of security 
by one group of banks has the effect of relieving the market while 
another group of banks is selling." The addition to the total hold- 
ings of the central reserve and reserve city banks was more than 
five times as great as the amount disposed of by the country 
banks. This episode took place during a rising bond market and is 
vividly shown in Charts I, II, and III. 

YEARS 1922-32 

With the completion of the post-war cycle, trade and credit had 
shaken off the immediate effects of the great conflict. The year 
1922 ushers in a most interesting period, one in which we are given 
the first opportunity to observe the functioning of our banking sys- 
tem under more normal conditions. It is only since then that we 
have been able to view bank investment policies in their proper 
perspective, in a period when financial policy is not dictated by 
the exigencies of government finance and when member banks 
are reaping fully the benefits of the Reserve System. 

In this period is it evident that the different banking groups 
have developed certain basic trends relative to their holdings of 
securities. In so far as it is possible to formulate the policies of 
these three groups, they will be stated. 

United States securities —Movements are similar to those of 
money rates, cyclical fluctuations coinciding closely in point of 
time. Softening of money rates brings about a growth of these 
holdings while liquidation results when rates begin to harden. 
This is evident in Chart I.” 


%© A. A. Young, Analysis of Bank Statistics for the United States (1928), p. 30. 
Professor Young, speaking of the period from 1900 to 1914, had already observed, 
though with reference to investment operations as a whole, that “in only a very 
slight degree did purchases of investment securities by one group of banks have the 
effect of relieving the market when another group of banks was selling.” 

17 A comparison of money rates with national bank holdings of securities in the 
first half of 1932 cannot be made because of the fact that there was no March call for 
a statement of condition of national banks. However, the weekly statements of the 
New York City reporting member banks show that holdings of governments and 
other securities turned about at approximately the same time that money rates 
eased—at the end of February. 
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Other securities —Movements also conform to those of money 
rates but fluctuations are less marked. This is obvious from the 
graph. It is apparent, however, that holdings of governments are 
more sensitive to money rates, considerations other than those of 
pure interest at times governing the holdings of “other securities.” 
It is significant hat interest rates do affect the holdings of these 
obligations as many have ventured the opinion that they were of 
no import. 

The peak of “other security” holdings reached between the 
spring and autumn call dates of 1922 lends ample support to the 
view that in the central reserve cities the amount of these hold- 
ings, under normal conditions, is constantly adjusted to money 
rates and excess deposits, and to almost as great an extent as are 
holdings of United States obligations."* 

Investments in governments, it may be observed, are larger 
than investments in “other securities.” 


RESERVE City BANKS 
United States securities —Both a steady growth and a sensitivity 
to money rates are apparent. Movements are similar to those of 
the central reserve city banks in the latter respect. 


Other securities.—Interest rates seem to be a secondary consid- 
eration and variations in amount of holdings only slight reflect 
credit conditions. In most instances, circumstances which influ- 
ence the liquidation of governments merely cause a halt in the 
addition of “other securities” to the portfolios of the banks of 
this group. The growth of their holdings has been very rapid as 
shown in Charts III and IV. 

Changes in the holdings of these securities are indicative of the 
position occupied by this group in the banking structure. As far 
as bankers’ balances are concerned, the reserve city banks act as 
a buffer between the country banks and the central reserve city 
banks, and while the effect of these balances is clearly marked in 
the security holdings of the central reserve city banks, it is less 
pronounced here. 

*8 According to one authority, the factors contributing to the bulge in demand 
and time deposits were: (1) large importations of gold, (2) purchases in the open 
market by the Federal Reserve System of United States Government securities, 


(3) accumulation of bankers’ balances in the central reserve city banks, chiefly in 
New York City. 
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It should be noted that holdings of governments are again larg- 
er than holdings of ‘‘other securities.” 


CounTRY BANKS 

United States securities —A downward trend has been apparent. 
In those periods when sharp additions have been made to the 
ever increasing totals of governments held by the reserve city 
banks, a temporary rise (in contradiction to their basic downward 
trend) has been the net effect here. Relatively speaking, there- 
fore, in respect to United States securities, interest rates seem to 
be a dominating influence in the central reserve cities, a moderate 
influence in the reserve cities, and of slight importance at the 
country banks. Reference may be made to Charts II and IV in 
this connection. 

Other securities—Here, the growth has been tremendous. 
Money rates are of slight, if any, importance and only exception- 
ally pressing circumstances, such as was the case in 1928, and 
again in 1932, result in a decline in holdings as shown by Chart II. 

This increase in holdings of “other securities’ may be attrib- 
uted to the necessity for greater earning power, and, hence, higher 
yields on investments. Notice the shifting that has taken place 
over the past decade from governments to other obligations. An- 
other factor responsible for the sustained growth of “other secur- 
ity” holdings has been the decrease in the amount of commercial 
paper available for purchase. 

Because the loans of country banks are much slower than those 
of the central reserve city and reserve city banks, this group theo- 
retically relies to a larger extent on its bond portfolio as secondary 
reserve with which to meet the pressure for funds. Of necessity, it 
would seem that because of the greater illiquidity of the country 
bank’s assets, its investments should be of the highest type."’ 
But this does not seem to be the case. The emphasis appears to be 
placed more upon yield and less upon security of principal. The 
large proportion of time deposits in these institutions—which 

%” Robert B. Warren, ‘Memorandum on Country Banking,” Hearings before a 
Senate Subcommittee on Banking and Currency, 71st Congress, 3d session, pursuant 


to S. Res. 71 on Operation of the National and Federal Reserve Banking Systems, 
Part 5, p. 655. 
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many country bankers maintain is the justification of their mak- 
ing less liquid commitments, and the consequent large interest 
payments to be made, evidently exert a pressure against the hold- 
ing of any considerable proportion of low yield investments.” 


GENERAL OBSERVATIONS 


A review of the banking statistics for the past decade reveals 
the mounting use of bank funds for long-term investment as the 
most striking development of that period.” Since 1922, the steady 
increase in investments has paralleled the constant growth of time 
deposits.” 

The comparative stability of the operations of the reserve city 
and country banks has been accomplished by throwing on the 
central reserve city banks most of the stresses created by the 
cyclical flow of money in and out of the banks.*? The placements 
and withdrawals of bankers’ deposits in the banks at the money 
centers are of great importance in shaping investment policy. 
Differences in banking practice reflect the fact that banks 
throughout the country, after using a large part of their funds to 
meet the requirements of trade and commerce in their own locali- 


» Monthly Letter, National City Bank of New York, January, 1931, p. 7. Hear- 
ings, op. cit., Part 7, p. 1032. 

2 The difficulty of forecasting future developments is clearly demonstrated in 
J. H. Hollander’s article, “The Currency Act and Bank Investments,” Journal of 
Political Economy (May, 1914), pp. 450, 452. In discussing the probable effect of 
the Federal Reserve Act on bank investments, Professor Hollander made the fol- 
lowing remark, “It is clear that the chief ostensible occasion for the purchase of 
bonds, the fact that bonds are the only eligible form of investment in times of idle 
money—will be affected by the availability of eligible commercial paper.”’ He ven- 
tured the opinion that bank bond buying was likely to be checked. Of course, no one 
could foresee, among other things, a world war and the eligibility for rediscount of 
loans secured by government bonds, as well as a change in reserve requirements be- 
hind time deposits. William A. Brown, Jr., The New York Money Market , IV (1932), 
377-99, calls attention to the tendency of the banks to become the predominant 
creditors of the government through the growing concentration of United States 
government bonds in their hands. 

22 For a discussion of the controversy as to what extent the growth in time de- 
posits represents real savings, or reflects merely a reclassification of items to take 
advantage of a 3 per cent reserve, see Burgess, The Reserve Banks and the Money 
Market (1927), pp. 36-39, and the Annual Report of the Federal Reserve Board (1927), 
Pp. 7. 

23 A. A. Young, An Analysis of Bank Statistics for the United States (1928), p. 31. 
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ties, place the funds not required locally on deposit with their city 
correspondents. Funds thus placed are subject to withdrawal on 
demand and, therefore, in good measure account for the eccentric 
movements of the investment holdings of the central reserve city 
banks. Although it is true that the New York banks depend more 
largely on liquidating their security loans than their investments 
for the shorter turns of the market, their investments do reflect 
the changes that occur.” 

During periods when short-term loans are in small demand, 
country banks are inclined to increase their balances with city 
correspondents rather than increase their own investments.*> The 
correspondent banks are then faced with the problem of finding 
suitable outlets for these deposits. 

There is no information showing what proportion of invest- 
ments held represents secondary reserve and what represents pure 
investment account. Holdings of governments may be regarded 
as constituting a secondary reserve and holdings of “other securi- 
ties” as representing largely an investment position. Starting 
with this assumption, a sharp contrast between the policies of 
country banks and other banks appears. The latter seem well for- 
tified, while the former, despite the emphasis placed in recent 
years upon holdings of a secondary reserve, have either neglected 
it or sought to employ it in its most hazardous form—namely 
“other securities.” 

There are a few remaining comments which may help clarify 
the security picture. The liquidation of security holdings by all 

* Watkins, Bankers’ Balances (1929), p. 310. But compare this statement with 
that made by B. H. Beckhart, The New York Money Market, IV (1932), 17: “The 
most direct and obvious relationship . . . . is the relationship between bank invest- 
ments and government security operations of the Reserve banks. Purchases of gov- 
ernment securities by the Reserve banks have relieved member banks from their in- 
debtedness at the Reserve banks and have placed them in a position to increase 
their investments, and conversely, the sales of government securities have been fol- 
lowed by increases in the indebtedness of member banks and declines in their in- 
vestments as they sought to liquefy their positions.” All other things being equal, 
this is true. But situations may arise such as that in January, 1933, when, due to 
special conditions in the money market, such as huge member bank excess reserves 
and restricted employment for bank funds, government securities sold by the reserve 
banks may be eagerly acquired by member banks. 

2s Monthly Review, Federal Reserve Bank of New York, December 1, 1930, p. 7. 
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banks in 1928 reflected the firm hand of the Reserve Board at- 
tempting to bring about a contraction of credit. However, in some 
measure, this disposal of bonds represents a shift to short-term 
obligations, particularly call loans. This was quite similar to the 
procedure followed by the banks in the early post-war period, com- 
mented on previously. 

In 1930 the country banks showed relatively little ability to 
absorb investment issues.** This was due to the absence of loan 
liquidity and the shifting of deposits from the rural districts to the 
large city banks.””? The growth of investments took place in the 
central reserve and reserve city banks. This growth, judged by 
movements of securities in previous depression years, was normal. 
Here, we have another instance where short-term loans were in 
small demand and country banks increased their balances with 
city correspondents rather than increased their own investments. 
Governments were being liquidated by country banks. 

In 1931, however, the country banks reversed the procedure of 
the preceding year by buying governments and selling “other se- 
curities.’** They attempted to maintain their earning power by 
disposing of their short-term certificates and concentrating on the 
long-term issues. After following the opposite policy since 1919, 
the shift into governments represented a belated quest for liquid- 
ity. Heavy losses on their investment portfolios and the illiquid- 
ity of agricultural loans made the conservation of assets of prime 
importance and the maintenance of income of lesser concern. The 
other two banking groups also invested heavily in governments, 
mostly in the form of short-term certificates. Bank failures and 
the withdrawal of foreign and domestic deposits caused heavy 
liquidation of all security holdings in the fall of 1931. This liquid- 

*% In the Hearings, op. cit., Part 7, p. 1031, it is observed that “With the deflation 
in interest rates in 1930 the expansion in the bond portfolios of the banks was re- 
sumed at an accelerated pace.” This was true of the banking system as a whole. 
The country banks, however, sold governments and bought “other securities” less 


rapidly than had been their custom. The holdings of securities for this group on 
December 31, 1930 was but $25,000,000 more than on the same call date of the previ- 
ous year. 

27 Monthly Letter, National City Bank of New York, January 1931, p. 7. 

38 A similar observation has been made by the National Industrial Conference 
Board in The Banking Situation in the United States (1932), p. 118. 
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ation continued in the case of other security holdings of the 
reserve city and country banks through the fall of 1932, although 
holdings of such securities by the central reserve city banks 
reached their low point in the first quarter of the year. This is 
typical of the course of the credit cycle, conditions of ease and firm- 
ness first manifesting themselves in the money centers. 

A final observation relates to the results of investment policy in 
so far as they may be judged from the data given. Riefler observes 
that in periods of credit stringency, those institutions following 
orthodox banking principles by disposing of their investments 
rather than borrowing at the Reserve Banks have gained doubly. 
They have reaped the benefit of higher rates on short-term ob- 
ligations and have sold securities before the decline in the bond 
market had attained large proportions. Banks that kept their in- 
vestment portfolios intact through the medium of borrowing had 
to make larger charge-offs.” Central reserve city banks, in par- 
ticular, appeared to have pursued the former policy, and reserve 
city banks somewhat also. They have shown a tendency to buy 
on rising markets and sell on declining markets. An exception ap- 
parently occurred in 1925-26, however, in the case of both types 
of obligations in central reserve city banks and of government 
securities at reserve city banks, both of which, it may be observed, 
are in the nature of a secondary reserve. During these two years, 
corporate and United States issues displayed a rising price tend- 
ency, in the face of which liquidation was being carried on. A 
close examination of money rates during this period establishes 
the fact that short-term rates were hardening. Obviously, some 
change in relationship occurred which brought the bond price and 
short-term money rate indices in conflict; it leads to the belief that 
the latter is of greater importance than the former in the shaping 
of investment policy. But it is a rare situation wherein any appre- 
ciable hardening in short-term rates fails to affect the yields on 
long-term investments. This is definitely established when ap- 
plied to holdings of governments by the central reserve city banks. 
Movements of governments held by the central reserve city banks 

» Riefler, op. cit., p. 31; Clyde D. Harris, “When to Buy Bonds,” Journal of 
the American Bankers’ Association (November, 1930), pp. 409, 477- 
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conform quite closely to movements of money rates (except for 
the lag in 1928) while movements of governments held by the re- 
serve city banks conform only generally, the timing not being 
quite so accurate. In the latter group, a lag of three to six months 
is sometimes evident with the result that these banks are often 
buying while bond prices are falling. Such instances are observed 
in the spring of 1923, the fall of 1924, and the spring of 1925, 1928, 
and the spring of 1929. As the differences seem to be all on the 
buying side, the placing of surplus funds is probably the coun- 
ter-balancing element. The fact that these banks were buying 
while bond prices were falling does not necessarily imply lack of 
profit of the operation as it must be remembered that the greater 
part of the investment in governments is in the form of short-term 
certificates at these institutions. 

From the above survey it is apparent that the problem of bank- 
investment is far more complex than many of the discussions to 
date have recognized. All banks do noi fall in the same mold; 
there is no doubt that sectional differences, for example, could be 
found were the figures broken down further, in addition to those 
noted in this paper. It is evident, too, that no such uncompromis- 
ing assertion as that “banks buy high and sell low” is warranted. 
Far more study is needed of specific phases. It is the purpose of 
this paper solely to lay a foundation. 
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SOME ECONOMIC ASPECTS OF MOTION PICTURE 
PRODUCTION AND MARKETING 


RALPH CASSADY, JR." 
I 

"Tm motion picture industry is said to have a total capital 

investment of two billion dollars in the United States 

alone. The value of its product, however, amounts to 
only 0.26 per cent of domestic manufactures. Considering this 
relatively small volume percentage, the industry would not be 
worthy of intensive discussion were it not for certain factors which 
set it apart. It assumes a position of particular economic interest 
because of (1) the rapidity of its development; (2) its geographic 
concentration; (3) its peculiar marketing and production prob- 
lems; (4) its far-reaching influence upon social and economic 
standards and conduct. 

This “infant industry,” so-called, has had a remarkable and 
interesting history, its growth having been nothing short of phe- 
nomenal. Out of this rapid development have come certain con- 
ditions which are particularly interesting to the student of eco- 
nomics. Consequently, a brief sketch of the highlights of the in- 
dustry’s evolution will make for clearer understanding of the 
existing state. 

In the history of the motion picture industry, the period up to 
1903 is not particularly important, due to the fact that the in- 
dustry as such had as yet attained very little stature. The year 
1903, however, saw the sudden increase in value of all devices 
connected with the industry. The phenomenon giving rise to this 
condition was the discovery, with the production of “The Great 
Train Robbery,” that the motion picture could tell a story. The 
demand for the photoplays subsequently produced was so great 
that theaters arose by the hundreds. Producers, distributors, and 
manufacturers of equipment became suddenly affluent. The let- 

: Assistant professor of marketing, School of Business Administration, University 
of Minnesota. 
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ters patent, which had been taken out on the various mechanical 
devices making the movie possible, became invaluable. Many 
patent wars followed in an attempt, by the various interested 
parties, to gain title to the several devices. Consequently innu- 
merable battles were fought in courtroom and market-place. 

Holders of letters patent arrayed themselves against one an- 
other until there were two factions—Biograph and Edison. Final- 
ly in 1908 these two groups joined forces and formed what was 
called the Motion Picture Patents Company—a company de- 
signed to monopolize the entire industry. With a clarity of pur- 
pose which is astounding, the leaders evolved a series of tying 
agreements between the Patents Company and the various hold- 
ers of letters patent, manufacturers of equipment, producers, ex- 
changemen, exhibitors, and the manufacturer of raw film. For 
example, an exhibitor, in order to be able to obtain a supply of 
film, was compelled to purchase licensed equipment upon which 
he agreed to use nothing but licensed film. The exchangeman in 
turn had to agree not to sell to an exhibitor who failed to use 
exclusively licensed film and equipment. The manufacturer of 
equipment, on the other hand, was precluded from selling to 
exhibitors and producers who failed to live up to their agreements. 
In order to complete the production phase of the monopoly, the 
one manufacturer of raw film agreed to sell no film but to Patents 
Company producer-licensees. Such was the monopolistic organ- 
ization of the Motion Picture Patents Company. 

The monopolistic ambitions of this group had not been com- 
pletely realized, however, for in 1910 the General Film Company 
was established by the Patents Company to take over the 120 
exchanges existing at the time. The methods used in this regard 
were distinctly coercive and their activities so flagrantly monopo- 
listic that the government, after lengthy litigation, issued a dis- 
solution decree in 1916.7 

Even before the dissolution of the Patents Company, however, 
the modern period was well under way. This period began with 


2 U.S. vs. Motion Picture Patents Company et al., 225 Federal Reporter 800. See 
also Motion Picture Patents Company vs. Universal Film Manufacturing Company, 
243 U.S. 502. 
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the coming into prominence of the feature drama which took the 
place of the one- and two-reel picture predominant prior to 1914. 
Accompanying this change there came a radical development in 
the basis of valuation of films. Previously, audiences were not 
discriminating and consequently films were sold on a footage basis 
regardless of quality. Now, the value of films began to be predi- 
cated upon the basis of supply of and demand for certain star, 
story, and trade-names. The modern period has also seen the 


TABLE I 
GROWTH OF THE Motion Picture InpusTRY, 1921-29* 


: Number of Cost of ercen 
Year or Period | Number of 
142 $184,102,419 37.0 
ee 142 134,343,360 43-5 
132 93,636,348 8.4 
97 86,418,170 $2.7 
127 


* Motion Picture Films—Bureau of Census, 1932. 


rise of a few large producers and subsequent integration of pro- 
ducer, distributor, and exhibitor. The growth of the industry as 
measured by paid admissions, costs of production, and total in- 
vestment has been nothing short of phenomenal since 1915. Table 
I indicates clearly the growth in production costs from 1921 
to 1929. During approximately the same period (1922-29) week- 
ly admissions increased from 40,000,000 to 100,000,000 according 
to figures released by the Hays organization.’ Accompanying this 
growth have come increased prices of admission with their result- 
ing strikingly increased film prices. The modern period has seen, 
in addition, a virtual American monopoly of the world’s supply of 
films and a concentration of production in Southern California. 


3 It is possible that the latter figure is too high just as the figure for daily attend- 
ance in 1931 indicated in Table II is too low. Figures of this type should not be 
taken too literally; are only indicative of the trend. 

4 Due largely to the tremendous advantage of an early start from 1914 to 1920— 
war and post-war years. There isa tendency away from this at present due to lingual 
problems and the fact that English, German, and French films have been increasing 
in quality. 
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One of the most important of the economic phenomena arising 
in the modern era is the combination, and, more particularly, the 
complete integration within the ranks of the major producers. 
In the beginning, the control of the production, distribution, and 
exhibition phases of the industry were separate and distinct. Pro- 
duction and distribution were the first to combine. In 1919 the 
Famous Players Lasky Corporation was prompted to enter the 
theater field. The reason for this is quite clear. A large group of 
exhibitors, dissatisfied with prices and conditions demanded by 
Famous Players, had, in 1917, set up their own (First National 
Theater) circuit which by 1919 wielded a tremendous purchasing 
power. This purchasing power was exerted in favor of the inde- 
pendent producers much to the disadvantage of the Lasky organ- 
ization. As First National gained strength, Adolph Zukor of 
Famous Players decided that if the exhibitor was going to create 
product for himself and endanger the producers’ outlets, particu- 
larly the first-run outlets, he could not hope to succeed.’ The 
Lasky Company well knew even at that time that key showings 
were indispensable, that the bulk of the revenue is produced in 
these theaters, and that key center houses are the “show win- 
dows” of the industry, without which the marketing of first-class 
films cannot be successful. They, therefore, went into the theater 
field, at first, only as a measure to insure first-run outlets. The ma- 
jor companies soon realized that in the control of the “big gross” 
theaters lay the control of the industry. As a consequence, during 
the early twenties theater acquisition by producer-distributors 
took on a hectic mien. Theaters were acquired with abandon by 
fair means and foul. Coercion as a means of theater acquisition 
was practiced with inpunity. In the beginning the producer domi- 
nated the motion picture market; then it was distribution; today 
it is the theater, and curiously enough, through the latter, the 
producer is again in control. 

At the present time, there are roughly 12,600° theaters in opera- 
tion in the United States out of a total of approximately 20,000. 


$J. J. Kennedy, Story of the Films, p. 70. 
6 Motion Picture Herald, May 28, 1932, p. 78. 


MOTION PICTURE PRODUCTION AND MARKETING 117 


These figures include both first- and subsequent-run houses. Of 
the number in operation approximately one-fourth are owned or 
controlled by producers. The number of seats controlled by the 
latter, however, is prokably 50 per cent of the total, while the 
revenue derived from the producer-controlled theaters, because 
of larger size, better lccations, and higher prices due to prior runs, 
is variously estimated at from 70 to 80 per cent of the total. The 
geographical derivations of motion picture revenues received by 
distributors for 1931 is as follows: South, 6.78 per cent; East, 
39.02; Middle West, 32.44; West, 8.69; Far West, 8.73; Canada, 
4.34—total, 100.00. 

In spite of the large number of firms listed as composing the 
industry, the control at present rests in a small group of com- 
panies. As a result of the combination and integration of the 
last several years, four major groups of producer-distributor-ex- 
hibitors dominate the industry. Fox and Metro-Goldwyn-Mayer, 
for example, enjoy a community of interest through securities of 
the latter’s holding company (Loew’s, Inc.) held by the former. 
A similar community of interest prevails in the following groups— 
Paramount and United Artists; Warner Brothers, Vitagraph and 
First National; and R.K.O. and Pathé. In addition, a few com- 
panies such as Universal and Columbia, although not within the 
major ranks, are not strictly independent because of contractual 
obligations with the large circuits which tie up a large portion of 
their output. There is, however, a considerable number of strict- 
ly independent “quickie” companies, so-called because of their 
ability to produce feature films in from five to eight days produc- 
tion time at a cost of between five and ten thousand dollars.’ 
The films produced by these strictly independent units, being of 
distinctly second grade, seek an entirely different market and 
are seldom shown in first-run houses. This market is of no great 
economic importance either from a competitive point of view or 
from the standpoint of value of product. 


7 As against fifteen to twenty-eight days at a cost of from $200,000 to $500,000 
for the major companies. 
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II 

In a consideration of the marketing of films, the student of eco- 
nomics is not particularly interested in physical distribution.’ The 
economic aspects of the problem are tied up in the price-making 
concept of the market. This concept implies not only the com- 
plex trade practices involved in the selling of the product but the 
equally complex factors of price determination. 

The price of motion picture films is arrived at through an 
_ intricate system of bargaining and bluffing between distributor and 
exhibitor. There is no such thing as a standard price for motion 
pictures—each transaction is separate and distinct and each price 
results from individual bargaining between buyer and seller. 
Some contracts call for a flat price per film; others call not for 
a specific sum of money but a percentage of gross receipts. In 
any case films are not sold outright but are leased? for a limited 
period. 

Price then depends upon what the traffic will bear and is af- 
fected by innumerable factors. Cost of production is only impor- 
tant in so far as it sets the minimum limit which will be accepted by 
the distributing company. As a matter of fact, price has a much 
greater effect upon cost of production than cost of production 
upon price. Pictures are sold in advance of production; cost there- 
fore results from price. The box office value of the production is by 
far the most important price-determining factor, as gross revenue 
is determined at least in part thereby. As a corollary the (retail) 
price charged at the theater box office is extremely important, 
as is the size of the theater, its location and type of building and 
fixtures, because each has some effect upon the gross receipts. 


8 This process is a simple one and holds few economic problems. It is important 
to know, however, that each major producing company has its own distributing 
organization with 32 branch offices located in the 32 strategically located key centers. 
The films upon completion of production are sent to a laboratory where approxi- 
mately 120 prints are made. These prints are disseminated to various key center 
exchanges, exhibitors requiring them having signed contracts previously. The 
availability of prints to the various theaters is a problem in which many factors are 
involved and depends upon: (1) box office prices, (2) protection, and (3) circuit 
theater control—all of which factors will be discussed at length in the context. 


9 Thus making retail price maintenance legally practicable. 
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The protection” period and the bargaining power of the exhibitor 
are also factors which must be considered; the former because 
gross receipts vary with exclusiveness, the latter because the 
exhibitor may be in a strong or weak buying position depending 
upon whether he is one of several or the only buyer bidding for the 
film in his zone. 
TABLE II 
BREAKDOWN OF MaRKET By AGE GRoUPS* 


U.S. Population 
(Thousands) 


13,887 
26,446 
22,448 
375533 
20,436 

6,000 


126,750 


* Courtesy of Motion Picture Herald. 


If it were the practice of the industry to sell films on a unit 
basis, even its pricing mechanism might be comparatively simple. 
But films are booked not in single units but in blocks of from 25 
to 75. The situation then becomes quite complex both from the 
standpoint of specific price and the deeper economic implications 
involved. 

Block-booking has been the subject of a great deal of contro- 
versy for a number of years. The term™ signifies the process of 

% Protection is a covenant by the distributor quasi-monopolistic in intent pro- 
tecting the novelty of the exhibition rights in the picture sold, by giving one ex- 
hibitor temporarily exclusive rights to the exhibition of that picture within a town 
or zone. 


« This selling scheme was condemned by the Federal Trade Commission which 
started in 1921 to investigate the practice. After six years of consideration the Com- 
mission finally issued a cease and desist order. The order being disregarded, the 
case was thrown into the courts. The decision recently handed down in favor of the 
Lasky Corporation will be appealed and in any case vitiates not at all artistic and 
economic implications of the device as outlined. See Federal Trade Commission vs. 
Paramount Famous Lasky Corporation et al., Circuit Court of Appeals, 2d Circuit, 


April 4, 1932. 


Estimated 
Daily Motion 
Percentage Percentage 
| Picture Theater] Group 
(Thousands) 
20.8 665 10.5 
29.6 2,744 42.9 
4-7 150 2.3 
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leasing films by the distributor to the exhibitor in groups of vary- 
ing numbers dependent in part at least upon the number of films 
produced by the studio of the lessor. The films are sold on a sight 
unseen “as is” basis, in many instances months before produc- 
tion. When an exhibitor signs a film contract he actually pur- 
chases rights to a group of features to be delivered over a period 
of a year. He has no idea as to their quality; in fact, for the 
most part has only the barest information as to story and cast. 

The nature of the block-booking device is in effect tantamount 
to a tieing agreement. For example, a producing company (we 
will say) has a production program of 60 features. The execu- 
tives of the company know from sad experience that they are not 
able to make 60 fine productions; that they are very fortunate, in- 
deed, if they succeed in making 10. These 10 productions are 
generally pictures which are particularly required by the exhibi- 
tor by reason of their star or story names; he must have these, as 
his patrons demand them. The others, due to inadequate time, 
effort, and money expended in their production, are mediocre 
program pictures. But the 50 mediocre pictures must be taken 
with the desirable 10. Moreover, the block-booking contract 
amounts to an “all or none” agreement. In few instances is prod- 
uct sold out of block, and in such cases the differential between 
the block and unit price is excessive.” 

The economic effects of such a contract are indeed far-reaching. 
The first effect of such a selling device is the enhancement of the 
price of poor product. Such a condition is inevitable when the 
price of a product is formulated not so much upon the basis of 
supply of and the demand for that product as upon the supply of 
and the demand for a superior product for which there is an 
intense desire and to which the former is tied. Indeed, in some 
instances, were the exhibitor allowed a choice he would not buy 
certain pictures at any price. In such cases, forced to purchase by 
reason of the block-booking contract, he “shelves” the picture and 
books another in its stead. 

The practice is occasionally carried even farther. Blocks of 


1 Hearing Interstate Commerce Commission, U.S. Senate, 70th Congress, rst ses- 
sion, S. 1667, p. 59; see also Mction Picture News, June 9, 1923, P- 2740. 


MOTION PICTURE PRODUCTION AND MARKETING 121 


short subjects are in some instances tied to blocks of features. 
This practice is especially insidious due to the fact that the price 
charged for short subjects is at least partially effected by the 
intensity of the purchaser’s desire for the program of features. 
The price of the product is predicated upon a basis almost totally 
foreign to the value of short subjects; is indeed based more upon 
the value of a few important features. 

It is very possible that the “evil” effects of block-booking have 
been overemphasized, considering the fact that independent ex- 
hibitors, at present, account for, at most, only 20 per cent of the 
buying power of the industry. This small percentage would not 
alone be effective in eliminating poor quality product by means of 
individual selection. Another practice, namely, arbitrary alloca- 
cation of product," seals the doom of the open market, however. 
As was mentioned above, each of the major producers owns or 
controls chains or circuits of theaters. As producing companies 
release fewer pictures than are required by their own theaters they 
generally enter into implied reciprocal agreements for the leasing 
of each other’s product. Considering the fact that the affiliated" 
houses play each other’s pictures, the distribution of the films of 
the major producers is practically guaranteed whether their qual- 
ity be high or low. As regards their effect upon the market, block- 
booking and “‘swamp-booking”’ complement each other. Thus the 
two practices preclude selective booking in practically all of the 
market. 

In addition to the aforementioned advantage enjoyed by the 
major groups, the circuits as a general rule are granted protection 
over the theaters of the independent. Protection, a marketing 
device peculiar to the motion picture industry, has evolved out 
of necessity due to the unique nature of the product. When a 
theater purchases a picture, it buys the exclusive right to screen 
it in a certain zone for a limited length of time. Thus, when a 
theater is allowed thirty days protection, it enjoys a monopoly of 
that picture in that zone for thirty days. When properly used, 
protection is a very necessary part of the motion picture market- 

3 Called “swap-booking” in trade circles. 

“4 Producer-distributor controlled. 
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mechanism. The value of a photoplay depends, in part, upon the 
exclusiveness granted the exhibitor. Protection is the device in- 
suring this element. For example, were it not for protection, 
every theater in the country would have a right to demand a 
picture immediately upon release. Under such conditions the 
market would be in a turmoil because a theater purchasing a 
picture might find after purchase that the competitor across the 
street was playing it, day and date thus encroaching upon a most 
desired quality. Some equitable system of availability and for 
protecting exclusiveness, therefore, must be set up. Reasonable 
protection is such a device. But it is quite obvious that in such 
a system there is excellent opportunity for favoritism." 

Protection is indeed used unfairly in some cases. Just as the 
large chains are able to demand first-run product (by reason of 
their tremendous purchasing power), so are they able to exert 
their quasi-monopolistic power to demand protection. Conse- 
quently, in many instances, their demands are excessive. In some 
situations chains are demanding and getting protection over 
houses miles away, for many months. 

In many instances producer-distributors were not satisfied 
with the more or less unorganized systems of individually granted 
protection; so they set up zoning schedules. The principles upon 
which such schedules are based are quite simple. Under this plan 
the distributors get together (which in itself might very well be 
construed as an act of conspiracy) and set up a standard clearance 
schedule through which motion picture films are made available. 
As a result of such a system every exhibitor knows exactly the 


8 Due to the fact that the sound films do not have to depend upon the large pit 
orchestra and stage show for effectiveness, also to the fact that in time of depression 
the masses tend to forego theater attendance until neighborhood showing of a pic- 
ture with its lower admission prices, a new plan of distribution has been suggested 
by some of the large producer-distributors to offset this disadvantage. This plan 
would divide pictures into A and B classes according to quality and allow A pictures 
to be shown in A houses and B pictures to be shown in B houses exclusively. Such a 
plan would lend even more monopolistic power to the major companies. Even under 
present conditions, the independent exhibitor suffers from lack of sufficient high- 
class product. The new plan would be his ruination. Allied States Exhibitor Associa- 
tion has countered with a suggestion which would ally independent exhibitors with 
independent producers in order to allay the serious consequence suggested above. 


MOTION PICTURE PRODUCTION AND MARKETING 123 


order of availability after key theater runs. The result of such a 
program may be even more serious than the granting of protec- 
tion by individual distributors as the exhibitor cannot effectively 
refuse to deal with any one distributor. His only weapon of de- 
fense—refusal to deal—though already woefully weak is further 
weakened as all the sellers have agreed to use of the same schedule. 

The major companies thus enjoy advantage of several types. 
They not only receive pictures first run but they receive the addi- 
tional favor of limited exclusiveness of run for periods varying 
from several weeks to many months. As a final benefit the pro- 
ducing companies are practically guaranteed distribution of their 
product. Such is the quasi-monopolistic marketing system em- 
ployed in the film industry. 

What are the specific effects of such a system on the market? 
Let us examine the practices in regard to their effects upon the 
several groups involved. What are the effects of block-booking 
on the independent exhibitor? In the first place, under this de- 
vice he must take product that is of distinctly poor grade as a 
condition of the purchase of desirable merchandise. In the second 
place, because of the device he contracts for the season’s product 
in advance and is thus excluded from the market for the purchase 
of any available spot merchandise which may be particularly at- 
tractive to him during the year. In the third place, the price of 
films is enhanced by reason of the fact that prices depend, at least 
in part, upon a few excellent box office attractions. Considering 
these factors there can be no doubt of an adverse effect upon the 
independent exhibitor’s interest. 

Producers defend block-booking on several grounds. It is, they 
argue, the most economical method of sales. They further con- 
tend that were it not for block-booking, expensive, artistically 
fine productions would not be undertaken. This latter type of 
production, continues the argument, has not a wide appeal, is 
thus not profitable, and, therefore, could not be produced were 
it not subsidized by the box office attractions. The producers fur- 
ther argue that open booking would not be successful in practice 
as it would be physically impossible for exhibitors to preview all 
pictures before purchase. 
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The first contention is quite valid. It is undoubtedly true that 
block-selling is the most economical method of marketing. Selling 
expense is probably much lower under this system. But quality 
of product must be considered. It is certainly not economical to 
have an efficient system of distribution if such a system encour- 
ages a production organization from which poor quality product 
must come. The contention that fine productions would not be 
forthcoming were it not for the practice of block-booking is dis- 
tinctly fallacious. It is ridiculous to assume that all fine produc- 
tions are box office failures. It is equally ridiculous to assume that 
producers wilfully produce artistically fine box office failures for 
the edification of a select few. If and when such a condition ob- 
tains, it is due to an error in judgment. And to defend the practice 
on the ground that exhibitors cannot avail themselves of the op- 
portunity of viewing pictures in advance of purchase, is an exceed- 
ingly poor argument. Exhibitors have confidential reporting fa- 
cilities which allow them to learn of audience reactions in detail 
without the necessity of viewing each picture. Given the oppor- 
tunity, it isa comparatively simple matter for a showman to make 
discriminating selections of product. 

Arbitrary allocation of product and unreasonable protection 
have also had a deleterious effect upon the economic interests of 
the independent exhibitor. As a result of these practices the in- 
dependent is not only excluded from the market for first run films 
but also curtailed in the subsequent run privilege as well. In 
many instances films are not available to him until many months 
after release. Such a condition has a distinctly adverse effect 
upon their value and thus upon the profits of the exhibitor. Pro- 
tection has, in addition, been used as an effective device for reduc- 
ing, or threatening to reduce, independently operated first-run 
houses to second-run ranks, thus allowing the producer-distribu- 
tor to trade advantageously in the sale of films or in the purchase 
of theaters. Abuses of the latter type are much less frequent now 
than heretofore. It is quite clear, however, that such practices 
have a tendency toward developing a controlled rather than an 
open market. 

In regard to zoning, which is merely organized group protec- 
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tion, one recent case’ was decided in favor of the independent 
exhibitors. No adjudication was made on the granting of protec- 
tion by individuals, but the Court did find: 

. That zoning and protection agreements were made with the purpose of 
restraining open competition in the leasing and booking of motion picture 
films; 

. That all defendant distributors conspired to make and carry out the 
agreement; 

. That the agreement was made for the benefit of Paramount-Publix Cor- 
poration whose theaters dominate this territory; 

. That the effect of the agreement was to prevent an open market in the 


film industry; 
. That the plaintiff independent exhibitor was damaged; 
. That the public was damaged by such agreements. 


The lot of the independent motion picture producer is little if 
any better than that of the exhibitor. The effect upon potential 
producer competitors, however, is even more serious. They are 
excluded from part of the independent exhibitor’s markets due to 
the fact that screen time is engrossed as a result of block con- 
tracts. They are excluded from the big gross markets due to 
“swap-booking.”’ And when we are reminded of the fact that 
most of the independent pictures are not known, because of their 
failure to be shown in key city houses and the fact that they are 
cheap because the producer can put very little money into them 
which in turn is due to their failure to obtain wide distribution, 
the anomaly is complete. It is a well-known economic fact that 
independent capital will not be attracted to an industry in which 
the marketing of the product is contingent upon the favor of a 
few in control."7 

The lack of an open market for motion pictures and the effects 
of such a condition cannot be overemphasized. The power of the 
large chains is tremendous. Joseph M. Schenck, general manager 
of United Artists, declares that Fox West Coast Theaters made 

% Youngclaus suit—U.S.D.C. Nebraska, Judge T. C. Munger—Official Citation 
not as yet available; see Motion Picture Herald, July 9, 1932, p. 9. 

7 W. H. S. Stevens (Unfair Competition, p. 76) says in this connection, “It is 
difficult to believe that capital will readily enter a field of business where conditional 


requirements exist, if aware in advance of restrictions which either partially or en- 
tirely close the market to the products of the projected undertaking.” 
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$5,000,000 in 1929 as a result of superior bargaining power in the 
purchase of films. Said he, “. . . . the organization is attempting 
to dictate to the makers of pictures just how much it shall pay for 
pictures regardless of who makes them or how much effort has 
gone into them.’”* 

And not only do they get the advantage of matters of price but 
also in matters of availability and protection. R. H. Cochrane, 
vice-president of Universal, in a letter to one exhibitor explained 
as follows why it was impossible to allow the latter to have a 
certain picture. “You are,” he wrote, “aware of the power that 
the West Coast chain of theatres wields, and you are aware, too, 
that they, as a powerful circuit, have a weapon which they can 
use very effectively when they want to. .. .. It is a question of 
letting them have “The Phantom’ every place or nowhere at 
all.’ 

The chain theater situation is distinctly not comparable to that 
of the chain store. J. C. Penney has stated that “. . . . the mo- 
ment a chain store raised its prices a host of independents would 
flock in to sell at lower prices.””° If in the motion picture industry 
a large chain raises its prices, there is little to deter it except the 
fear of exceeding the point of monopoly price. Independent op- 
position would not flock in and sell at lower prices for several 
reasons. First, because of the much heavier investment required 
in buildings, fixtures, etc.; second, because, after a theater had 
been built, it would be almost impossible to obtain films ahead 
of the chain house, thus the independent could not compete 
successfully because his product would be of a lower grade; third, 
whether he is able to obtain first- or subsequent-run product de- 
pends in part upon the admission prices charged, and, if (assum- 
ing in the first place the independent obtained first-run films) he 
reduced his prices, the exhibitors’ protection classification would 
be lost and, hence, his supply of first-run films. 

The power of the industry then rests very definitely in the 
hands of a few. As a result, marketing practices have been devel- 

%8 Motion Picture News, November 8, 1930, p. 21. 

9 U.S. before the Federal Trade Commission, Docket No: 1319, p. 106. 

» Saturday Evening Post, February 22, 1930, p. 146. 
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oped to favor the principal major groups much to the detriment 
of the independents. That the market is far from free has been 
adequately demonstrated. That this condition is both real and 
serious is beyond question. 


ul 


Considering the tremendous power of the motion picture me- 
dium, is it advantageous from a social point of view to have the 
industry concentrated in the hands of a few? Should the industry 
be declared a public utility and its activities regulated? One 
important factor in favor of such a move is the public interest 
involved. Declaring the motion picture industry a public utility, 
however, would probably result in just the things which should be 
avoided. Such things as standardization of product and concentrat- 
ing authority in the hands of a few incompetents should be avoid- 
ed, as quality product depends upon individuality for its value. 
On the other hand, there might be some advantage in the reduc- 
tion of the huge salaries and the curbing of tremendous expendi- 
tures for competitive advertising. A complete production monop- 
oly, for example, might result in lower cost of production due to 
less intensive bargaining for acting and technical talent. From a 
practical standpoint, however, the balance is in favor of continu- 
ance of competition despite whatever arguments there are in favor 
of public regulation, because such a program of monopoly would 
undoubtedly result in the further employment of factory methods 
of production—exactly the situation which must be avoided. It 
should be noted that the industry is at once a business and, in the 
narrow sense of the term, an art. In this exceedingly unorthodox 
industry, the production system of lowest cost is not necessarily 
the most economical. Quality of output must continually be kept 
in mind. It is possible that more Jegislation is required, but cer- 
tainly not complete regulation. Whatever success the industry 
has attained has been as a result of individuality. When stand- 
ardization enters the industry the end will be near. 

It is a well-known fact that the public is perennially apathetic 
concerning matters only indirectly involving their welfare. The 
independent exhibitors, on the other hand, have a real interest. 
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Theirs is of a rational nature. As a result they have brought to the 
attention of the Federal Trade Commission and Department of 
Justice several of the questionable trade practices. As an indirect 
result of their efforts many suits have been filed against the major 
companies under the anti-trust laws. There have been during the 
last several years, for example, a large number of cases” involving 
such practices as block-booking, combination, compulsory arbi- 
tration, unreasonable protection and zoning. There have been, 
also, several bills presented before Congress involving trade 
practices.” Out of this array of lawsuits may come the relief for 
which the independent is clamoring and the public, despite its 
lethargic attitude, may also benefit. 


IV 


Before concluding, it would be well to examine one other phase 
of the general picture. From the ‘sregoing discussion it would 
seem that the large producer-di :cibutor groups have little to 
worry about; that control implies security. But such is not the 
case. The industry is faced today with four distinct problems, 
no one of which will be easy to solve. 


In the first place the foreign market is in a very uncertain state. 
Whereas before the ‘‘talkies” this market was in the complete 
control of the American producers (due in part to the impetus lent 
us by war conditions), the foreign producers are now gaining a 


2t Some of the most important, many of which are not as yet adjudicated, are: 
U.S. of America vs. Warner Brothers Pictures, Inc., et al., U.S.D.C. Southern Dis- 
trict of New York, Equity No. 51121; U.S. of America vs. Fox Theaters Corp. et al., 
U.S.D.C. Southern District of N.Y., Equity No. 51122; U.S. vs. First National 
Pictures, Inc., et. al., 282 U.S. 44; U.S. vs. Paramount Famous Lasky Corp., 282 U.S. 
30; U.S. of America vs. Balaban & Katz Corp. et al., Northern Dist. of Ill.; U.S. 
of America vs. West Coast Theaters. Inc., et al. 

For data on some of the more recent cases, see: Motion Picture Herald, July 9, 
1932, p. 9; July 30, 1932, p. 12; September 24, 1932, p. 17; October 8, 1932, p. 32. 

2 The latest of these, 72d Congress, 1st session, S. 3770, February 3, 1932, en- 
titled, “A Bill... . to prevent restraint upon free competition in the production, 
distribution and exhibition of copyrighted motion picture films (a) by prohibiting 
the compulsory block-booking of . . . . films, (b) by making unlawful, unreasonable 
and discriminatory protection in favor of certain theatres over others... . ; and 
(d) to amend section 2 of the Clayton Act to make it apply to license agreements and 
leases as well as sales in interstate commerce.” 
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foothold in their own markets. This condition will, of course, tend 
toward reducing domestic revenue. Indeed, already the domestic 
revenue is the piéce de resistance of the industry’s total income. 

Then there is the theater problem. It has been discovered that, 
while there are advantages to be derived from large theater hold- 
ings, distinct disadvantages appear as concomitants. Concerning 
this situation, Mr. Abram Myers, former federal trade commis- 
sioner, now counsel for Allied Theater Owners, has said: 

Every advantage, fair and unfair, inherent in control of the films has been 
afforded the affiliated chains and still they do not click. Selective buying, 


such as the independents never dreamed of, and protection out of all propor- 
tion to legal economic justification, are lavished on the chains to bolster their 


waning strength. 

By thus pampering their own houses the producers have lessened the 
capacity and resourcefulness of their managers, and instead of seeking to 
increase business by superior showmanship and cultivation of public good- 
will these managers cry for increased protection and additional favors.’ 
That there are serious deterrents to unqualified success of im- 
personal merchandising is beyond question. Such are the limita- 
tions inherent in chain selling. 

Probably the most pressing of the several problems with which 
the industry is faced is that arising out of the decrease in domestic 
gross revenue and due mainly to cyclical conditions and poor 
quality product.% Depression conditions are much more serious 
to the large companies currently than heretofore, due to the fact 
that practically all chain houses now play pictures on a percent- 
age basis. With grosses greatly reduced and companies dependent 
upon the circuits for the bulk of their receipts, the seriousness of 
the situation is, indeed, apparent. 

As a result of decreases in foreign and domestic gross revenue 
due to foreign competition, theater problems, and depression, 
cost control becomes a very important factor. There is little 
doubt that this problem will be given more attention in the future; 
that necessity will force the issue. But the problem is much more 
involved than first appearances indicate. As was mentioned here- 

23 Theatre Management, October 1931, p. 26. 


24 Gross revenue in 1932 is estimated to be off between 25 and 4o per cent from 
1929 while varying estimates of attendance are only slightly lower. 
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tofore, a large percentage of the personnel of the industry is 
bound by long-term contracts. Such a rigid cost system makes 
adjustment very difficult indeed. Income has decreased but costs 
of production continue high. The more rigid the system, the more 
difficult for the law of supply and demand to operate quickly and 
easily. 

The situation just described might indirectly result in improve- 
ment of conditions for the independent exhibitor. Indeed, said 
Mr. Abram Myers recently, ‘The independents may represent 
only to per cent of the business, but it is the vital 10 per cent; it 
represents the difference between a profit and a loss to every pro- 
ducer in the business. Properly marshalled, this buying power 
still would dominate the industry.’’s 

From the artistic point of view, there are altogether too few 
people in the industry who understand the telling of a story; too 
few that even realize that the telling of the story is the most im- 
portant phase of picture making, and too many who, not under- 
standing this important factor, are prone to follow the leader.” 
The industry needs more leaders and less followers. An open mar- 
ket for films would indirectly result in a development of individ- 
uality. As a consequence, standardization of product in all prob- 
ability woud be eschewed and better films at more nearly reason- 
able prices would be forthcoming. 

Conclusions.—As Professor Fetter has well said, “The germs 
of monopoly are in any device whatever, that is used to keep any 
trader from competitively bidding in accordance with his indi- 
vidual interest as he sees it.’”’’ In its early stages the Standard 
Oil Company certainly enjoyed no monopoly. But the trade prac- 
tices which were established by the Rockefeller interests, especial- 
ly the drawback and rebate, made subsequent monopolistic con- 
ditions almost inevitable. 

An open market in the motion picture industry is nonexistent, 
due to the existence of such trade practices as block-booking, 


28 Theatre Management, October, 1931, p. 26. 
* As proof of this contention witness the “cycle” system. One war or gangster 
film, for example, will be followed by literally dozens of a similar type. 


27 F, A. Fetter, Economic Principles, p. 80. 
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arbitrary allocation of product, and protection. Competition is 
restrained, to some extent at least, by reason of the fact that po- 
tential producers and exhibitors cannot successfully compete 
with major companies. 

Under present conditions the restraints in the market preclude 
unit production which is not only a more economical method of 
production but is the only method by which quality product can 
be expected. The present defective production system is encour- 
aged by a quasi-monopolistic marketing organization. Such a 
condition is deleterious to the best interests of the public. 

That an open market would encourage the entrance of unit 
producers into the field is beyond question. That adjustments 
could be made more easily with a less rigid system, such as unit 
production promises, has been demonstrated. An open market 
would benefit not only the potential producer by establishing an 
outlet for his product, and the independent exhibitor by the in- 
auguration of a less oppressive system of selling, but the public 
as well by paving the way for better pictures through more inten- 
sive competitive conditions. 


BOND BEHAVIOR IN A DEPRESSION PERIOD 
GEORGE W. EDWARDS 


UCCESSIVE crises since the fall of 1929 have placed a se- 

S vere strain upon the entire economic system, but the bur- 

den has been especially heavy on the investment structure. 

While the depression cannot yet be described in the past tense, it 

is now, however, possible to examine the effects of these trying 

years on the investment structure with the view of determining 
the points of weakness to be overcome in the future. 

With this general object in mind, several members of the eco- 
nomics department of the College of the City of New York col- 
laborated in various studies on the operation of the investment 
system throughout the depression. This article presents an anal- 
ysis of the behavior of bonds during the crisis of December, 1931. 
The statistical information was obtained from the Fitch Bond 
Record of December 22, 1931, giving the bond yields as of the last 
sale prior to December 22.? This period was selected for analysis 
since it represents one of the lowest points of the bond market 
throughout the depression and since the volume of sales for De- 
cember was one of the heaviest on record. The large volume 
throughout this month was due to the widespread liquidation of 
securities by hard-pressed banks forced to convert their invest- 
ments into cash at any price. A study of this period of the bond 
market should be particularly educative to bankers, for it indi- 
cates the behavior of bonds under the pressure of liquidation. 

The factors affecting bond yields, and therefore prices, are sum- 
marized in Chart I. The cost of capital, or the pure rate of inter- 
est, is expressed in the yield on a virtually riskless investment, 
such as a short-dated United States Treasury bill. The yield on 
all other bonds expresses, not only the cost of capital, but also the 
premium for risk, which is composed of the amount to be allowed 

t Head of the Department of Economics, College of the City of New York. 


2 While a number of inactive bonds sold on dates considerably before December 
22, nevertheless most of the issues were traded in about the middle of December. 
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for the risks arising from the condition of and outlook for the 
given industry or political unit, from the credit of the issuer, and 
from the terms of the bond. The hazard growing out of the in- 
dustry risk is the general business factor applying to all bonds 
within a certain class, such as utilities or rails. 

These elements of yield representing both the cost of capital 
and the risk arising from the class of bond may be considered as 


CHART I 
Factors AFFECTING Bonp YIELDS 


‘| TERMS 
| OF BOND 
(CREDIT ISSUER) 
‘| CLASS OF 
BOND 


external factors, since they are beyond the control of the issuer of 
the bond. The internal factors are made up of the credit of the 
issuer and the terms of the bond. The credit of the issuer repre- 
sents the underlying factor of either earning power, in the case of 
a corporation, or revenue-producing power, in the case of a gov- 
ernment, and affects the yields on all the issues of a particular 
corporation or of a government. In addition to this external ele- 
ment, the yield of a bond is also influenced by the terms of a par- 
ticular issue. The terms of a bond are its characteristics as de- 
fined in the indenture or contract between the issuer of the bond 
and the purchaser. This article presents a study’ of the behavior 


3 In the beginning, this research project was limited to a number of representa- 
tive issues; but upon rechecking the results, this method of sampling proved unreli- 
able, and so the study was extended to 4,398 bonds, or all the issues to be found in 
the Fitch Bond Record. 


EXTERNAL PUNE RATE 

COST OF COST OF | | NTHRET 
CAPITAL || CAPITAL 
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of bonds in respect to their terms during the crisis of December, 
1931. 

This study considers the following bond terms: (1) “security,” 
(2) “maturity,” (3) “convertibility,” (4) “‘callability,” (5) “legal- 
ity,” and (6) “date of issue.” In analyzing these terms, the bonds 
are grouped first according to the class of issuer, as utility, rail, 
industrial, real estate, financial,‘ foreign corporation, and foreign 
government. 

These bonds are then redivided into three classes: (1) interest- 
paying bonds, (2) “last-interest paid” bonds, and (3) actually de- 
faulted bonds. The first class includes those bonds on which there 
was every reasonable probability that the interest would be paid. 
The second class is made up of those bonds which were still paying 
interest, but, because of doubt as to their future interest pay- 
ment, the yield was so high that it was no longer computed in the 
Fitch Bond Record. The third class is composed of bonds which 
had actually defaulted as to interest payment or principal.‘ 

This classification serves as the basis for presenting the results 
of the study. The results for each bond term are measured first 
by the yield on the interest-paying bonds. The lower the yield, 
the higher is the price of a bond; and so the yield indicates the ex- 
tent to which the various classes of bonds, grouped according to 
terms, have maintained their value. The results are also measured 
according to the proportion of bonds which remained within the 
group continuing to pay interest. 
ANALYSIS OF DATA 


A wide range of conclusions may be drawn from the preliminary 
results of the study according to the particular viewpoint of the 
interpreter of the data. There are herewith given certain conclu- 


4 The financial group includes utility and other holding companies and invest- 
ment trusts, while foreign corporations and governments include those operating in 
Canada as well as in the countries outside the United States. Municipal bonds are 
not included, since they are not tabulated in the Fitch Bond Record. 

5 The results of the study are presented according to the number of bonds in each 
of these three classes. Such results do not take into consideration the size of the is- 
sue; and at times this may change the result, since a large issue has only the same 
importance in this study as a small one. A future study will consider this factor of 
size and will present the results by the amount of issues. 
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sions, particularly from the viewpoint of the interior banker seek- 
ing to apply the lessons of the past in reconstructing his bond ac- 
count. 

In analyzing these results, it should be kept in mind that indi- 
vidual figures have little significance as quantities by themselves; 
and the following interpretations are therefore relative, rather 
than absolute. In other words, the exact percentage of the yield 
or the proportion of bonds remaining on an interest-paying basis 
should not be considered as an item by itself but rather in relation 
to the other percentages and proportions within the same group. 


SECURITY 


Bonds may be classified according to their underlying security 
as follows: (1) specifically secured, (2) guaranteed, (3) unsecured. 

The specifically secured bonds include those supported by liens 
on physical property; such as, first, consolidated, general, or other 
mortgage bonds, and equipment obligations, or by liens on secur- 
ities such as collateral trust and as leasehold issues. Guaranteed 
bonds are those supported by additional obligor or obligors which 
have either guaranteed or assumed the bonds. Unsecured bonds 
include all classes of bonds without specific security or guaranty, 
such as income and adjustment bonds. 

The greater part of the outstanding utility bonds are based on 
specific security. This type made a better showing than the un- 
secured utility bonds, as the former sold on an average of a 6.61 
per cent yield and the latter on a 7.15 per cent yield. Likewise, 
over go per cent of the specifically secured utility bonds remained 
on an interest-paying basis, while less than 85 per cent of the un- 
secured utility bonds continued in this class. The best showing 
was made by the guaranteed utility bonds, which sold at the low- 
est yield (6.32 per cent) for all three classes of utilities, with al- 
most 95 per cent remaining on the interest-paying basis. Like- 
wise, in the case of rail, industrial, financial, and foreign corporate 
bonds and for the total, guaranteed bonds had the lowest yield. 
The yield was particularly low for railroads, where guaranteed 
bonds sold on a 5.55 per cent basis. In this field it has long been 
the practice of the larger systems to guarantee or to assume the 
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bonds of the small lines which have been absorbed or where prop- 
erties have been leased. 

Unsecured bonds of all classes proved unsatisfactory, as seen in 
the high yield of 8.29 per cent and the large proportion of actual 
defaults, amounting to almost an eighth of this list. 
MATURITY 

The bonds were classified according to their maturity in five- 
year periods from 1932 until 1963 and in ten-year periods after 
1963. It is a general theory of investment that the shorter the 
maturity of a bond the less is its fluctuation in price. This theory 
rests on the assumption that, since the bond is payable at par at 
its maturity, the market price will remain nearer this par value in 
the case of a bond of short maturity as compared with a bond of 
long maturity, assuming that the underlying credit factors are the 
same. Therefore, in a falling market the yield should tend to rise, 
and therefore the price to fall with the lengthening of the maturity 
of the bond. 

As a matter of fact, there was a continuous decline in the yield 
of each group with the lengthening maturity of these bonds—from 
8.28 per cent for the bonds maturing between 1943 and 1947 to 6.63 
per cent for those maturing after 1982. When the second test of 
interest payment is applied to the maturities of bonds, the results 
are inconclusive. They merely show that on the basis of actual 
default the medium-term bonds, particularly those maturing be- 
tween 1938 and 1947, made the poorest showing. Long-term 
bonds, on which there was no near repayment of principal, showed 
a generally declining percentage of actual default. 
CONVERTIBILITY 

In this classification bonds were grouped according to whether 
they were convertible or inconvertible. Convertible bonds give 
the holder the right to exchange them into other securities, usually 
stock. As a result, such convertible bonds fluctuate sharply in 
price, and in a period of stock market liquidation fall in sympathy 
to low levels. A further reason for the instability of convertible 
bonds is due to the fact that they are often issued by companies 
whose credit is uncertain and which would encounter difficulty in 
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borrowing funds without offering the added attraction of conver- 
sion privileges. 

The weakness of convertible bonds is brought out by the study, 
which shows a higher yield for convertibles of all classes of issuers, 
particularly for utility (9.6 per cent), industrial (9.7 per cent), 
rails (7.5 per cent), and real estate bonds (12.7 per cent). 

Judged by the second test of interest payment, convertible 
bonds also gave unsatisfactory results, for there was a smaller pro- 
portion of convertibles in the interest-paying group than of the 
inconvertibles for every class, except foreign governments, which 
may be disregarded, since this group includes only one issue. 

Commercial banks, prohibited by law from direct participation 
in the stock market, attempted, in the period of rising stock mar- 
ket prices preceding October, 1929, to obtain equity advantages 
indirectly through the purchase of bonds with conversion features. 
An analysis of the behavior of convertible bonds shows the danger 
of serious loss on such holdings during a period of liquidation. 


CALLABILITY 

Bonds generally carry a call feature which permits the issuer 
to retire the obligation. These figures show that about 80 per cent 
of all the bonds are callable. Non-callable bonds made a better 
showing than callable bonds, when judged by both the test of 
yield and of interest payment. The total figures show the low yield 
of 5.99 per cent on callable bonds, as compared with the high 
yield of 8.2 per cent on non-callables. The spread in the yield was 
particularly evident in the case of financial, real estate, and for- 
eign government bonds. Furthermore, more than 85 per cent of 
the non-callables remained within the interest-paying group, as 
compared with only about 75 per cent of the callables within the 
same group. 

Thus, while non-callable bonds constitute only about a fifth 
of the entire list, they demonstrate their worth as compared with 
callable bonds. 

DATE OF ISSUE 

While the “date of issue” is not really 2 bond term, it would 

seem from the study that it is a significant factor. The bonds, 
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when grouped according to their date of issue, show an almost 
continuous rise in yield from a low of 5.96 per cent for those bonds 
which were issued in the period before 1900 to a high of 9.10 per 
cent for bonds issued in 1929. 

In applying the second test of the proportion of bonds within 
the interest-paying class, it is seen that the proportion remaining 
in this group declined almost continuously from a high of go per 
cent for those bonds issued in 1919 to a low of 70 per cent for 
bonds issued in 1929. 

Thus, when both tests are applied, it is seen that the bonds is- 
sued by underwriting houses in the early periods stood the test of 
the market well, while the bonds floated in the more recent periods 
failed utterly to hold their values. 

These figures, on the one hand, question the methods of many 
investment houses in creating issues based on unsound credit and 
poor terms. The figures also demonstrate that bonds, when based 
on sound credit and carefully drawn terms, can meet even the 
severe test of a market such as that of December, 1931. 


INDUSTRIAL DISTRICTS OF THE CHICAGO 
REGION AND THEIR INFLUENCE 
ON PLANT LOCATION 


W. N. MITCHELL anp M. J. JUCIUS' 


TUDENTS of plant location have usually been so much 
engrossed in attempts to analyze the various economic 
and geographic factors, which presumably determine the 

points to which industries go, that it is possible that too little at- 

tention has been given to what may be termed the_“‘institutional 

phases” of the problem. In every highly organized industrial com- 

munity there naturally develops a group of intermediaries or 

“market institutions” which function by bringing together, on the| 
one hand, industrialists seeking suitable plant sites, and, on the) 
other, landowners seeking to sell their holdings.? Thus by provid- 

ing facilities for exchange, industry is diverted to certain favored 

locations and the general character of the surrounding community 

is consequently influenced. 

It is proposed in this paper to define and evaluate the services 
rendered by one such agency—the manufacturing district. No- 
where has this type of real estate development been more favor- 
ably received than in Chicago, where the idea appears to have 
originated.’ This study will accordingly be confined to the Chicago 
industrial region and in particular to three such districts, the 
Central Manufacturing District, the Clearing Industrial District, 
and the Kenwood Manufacturing District, which are most rep- 
resentative of this type of organization as herein defined.‘ 


tW. N. Mitchell, associate professor in the School of Business, University of 
Chicago; M. J. Jucius, research fellow, School of Business, University of Chicago. 

2 The development departments of chambers of commerce, railway-terminal or- 
ganizations, industrial real estate operators, industrial departments of public utili- 
ties, and manufacturing districts are examples of such agencies. 

3 Districts of similar type have in recent years been organized in other cities, in- 
cluding Kansas City, Los Angeles, St. Louis, and New York City. 

4A recent count enumerates forty-one so-called manufacturing districts in the 
Chicago area. Most of these, however, are not districts as defined in this paper 
(see L. M. Nicolson, “‘Chicago’s Industrial Districts Serve All Manufacturers,” 
Chicago Commerce, November 15, 1930, p. 15). 
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~ An industrial district is an organization owning or controlling 


wait estate suitable for industrial purposes which it undertakes to 


develop according to a definite plan of physical layout, subject 
to more or less rigid restrictions. It provides financial, construc- 
tion, and servicing facilities to this end and secures occupancy 
either by sale or by leasehold with the ultimate purpose of liquidat- 
ing its interests through the sale of the properties to the industrial 
enterprises availing themselves of the facilities of the district.‘ 

The largest project of this sort in Chicago and a pioneer in the 
systematic development of industrial properties in this country is 
the Central District. This promotion consists of the East, Per- 
shing Road, Kedzie Avenue, Calumet, Forty-third Street, and 
Crawford Avenue tracts, comprising a total area of 889 acres.° 
The East tract fronts on the corner of Thirty-fifth Street and 
South Ashland Avenue at the approximate geographical center of 
the city. All the other tracts, save one, lie within four miles of this 
point, extending in a southwesterly direction. The Calumet tract 
is located approximately eleven miles to the southeast of the geo- 
graphical center. The Kenwood District, with an area of 180 
acres, lies within three miles, and the Clearing District within six 
miles of this point. The latter, comprising an area of 300 acres, 
lies wholly beyond the corporate limits of Chicago. 

The Central District was formed in 1902 by the controlling in- 
terests in the Chicago Junction Railways and Union Stock Yards 
Company (a New Jersey corporation) to develop the real estate 
holdings of the latter company. Important economic changes 
then in progress had practically ruined the business of the lumber 
yards, which up to that time occupied these properties. The dis- 
trict was accordingly organized to insure a more reliable source of 
tonnage for the Chicago Junction Railway by attracting other in- 
dustries to replace this rapidly waning lumber business. A com- 
mon-law trust to be managed by three trustees appointed by the 
New Jersey company was formed, the ownership being evidenced 


5’ Though undoubtedly it was the intention of the originators of the districts that 
they should be self-liquidating, experience has shown that such a possibility is at 
best a remote one on account of the pronounced preference on the part of many 
industries to lease rather than buy plant sites. 


6 See Chart I. 
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by certificates of beneficial interest.7? The district has financed its 
operations in part from returns from the sale or lease of its prop- 
erties and in part by a long-term bond issue. The major portion of 
these bonds have already been retired, however, long before the 
date of maturity. 

The Clearing District found its inception in a railroad project 
which did not fully materialize. The land acquired for the project 
was instead turned over to the Clearing District, organized in 
1898 as a common-law trust, to be developed for industrial pur- 
poses, and the Chicago Transfer and Clearing Company, a hold- 
ing company, was incorporated in Delaware to furnish the capital 
for the promotion.’ The initial funds for development were ob- 
tained through the sale of stock, but these were augmented in 
1912 when a portion of the original tract was sold to the Belt 
Railway of Chicago to be used for classification yards. 

The Kenwood District likewise controls properties being de- 
veloped under a trust agreement with the owners. The land in- 
cluded in this project was purchased by the Phipps Industrial 
Land Trust of New York during the World’s Fair in 1893. It con- 
sisted of farm land, at that time too far from the business district 
to be improved for industrial purposes. By 1910, however, the 
owners were convinced that the property could be profitably de- 
veloped and entered into an agreement with the van Vlissingen 
Company for this purpose. 

The East tract of the Central District with its advantages of 
’ central location, superior railroad service, and enlightened plan of 
improvement was built up so vapidly after 1907 that new land was 
needed to meet the demand for industrial locations. Another 
tract was therefore acquired in 1917. This property adjoins the 
original holdings and possesses practically similar advantages. 
About 1917 also a movement toward the construction of one-story 
buildings for factories was in progress. Such construction was un- 
economical on the high-valued lands of the Central District. Thus 

7 The early history of the district and its relation to the parent-company may be 


found described in the Report of the Federal Trade Commission of the Meat Packing 
Industry, Part III (June 28, 1919). 


8 Moody’s: Industrial Securities (New York, 1932), p. 23. ° Ibid., p. 2743. 
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to be in a position to meet the need for cheaper land, the Kedzie 
Avenue property was acquired. There appear to be no special 
reasons for the acquisition of the Forty-third Street tract except 
that it is close to the original properties. The Calumet tract evi- 
dently was acquired to offer sites for heavy industrial purposes and 
also to have properties available in the event that the Calumet 
Harbor project is fully developed. The Crawford Avenue tract, 
the latest addition to Central properties, was acquired in 1931 
from the New York Central Railroad. The other tracts no longer 
provided sufficient variety of choice to prospective clients, and 
cheaper land was necessary on account of the rapid appreciation 
of existing properties. 

Of the various facilities which are available to industries, per- 
haps that of superior transportation has contributed most to the 
development of the districts. This is particularly true of the Cen- 
tral and Kenwood districts by virtue of direct access to the 
Chicago Junction Railway, which provides exceptionally efficient 
service for the Union Stock Yards territory. The road operates 
only within the Chicago terminal district and serves as the con- 
necting link between the industries and the thirty-two trunk lines 
entering the terminal for incoming and outgoing freight, both car- 
load and less than carload. Each industry in these districts, 
therefore, through the medium of this neutral switching road, 
possesses the equivalent of a direct connection with each of the 
trunk-line carriers. 

On outbound C.L. freight, loaded cars are picked up from the 
industry sidings by the junction engines and hauled to its yards 
for classification. Trunk-line engines then pick up their respec- 
tive cars and haul them to their own yards for classification for 
destination shipment, and freight thus moves out of the terminal 
within twenty-four hours after leaving the industry siding. In- 
bound C.L. freight receives the same attention, though the opera- 
tions performed are the reverse in sequence of those on outbound 
C.L. freight.” 

%” The Belt Railway of Chicago performs similar services for the Clearing Dis- 
trict. 
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The Junction Railway provides a more efficient service in con- 
nection with C.L. freight than it is possible for trunk lines to offer 
in the following three ways: First, it possesses the facilities which 
enable it to provide at all times for each industry the type of cars 
it requires on short notice." Second, the cars are handled with 
greater dispatch since the switching road can make more pickups 
among the concentrated industries of the district than a trunk 
line can economically make among the scattered industries along 
its line. In this connection, too, the trunk lines make more fre- 
quent pickups of the cars concentrated by the Junction Railway. 
Third, the railway handles freight traffic only, so that there is no 
interference trom passenger traffic. 

Less than carload shipments originating in the district are 
loaded into trap cars furnished by the Junction Railway and 
hauled to one of the union freight stations at the end of each 
working-day.* The following morning the freight is unloaded, 
sorted, and reloaded into cars of the roads over which they are 
routed. In the afternoon each trunk line hauls away its own cars, 
to unload and reload again the freight in preparation for classifica- 
tion and shipment. On most such shipments, freight moves out of 
the city the evening after leaving the industry siding. 

The services outlined in connection with universal trap cars 
offer distinct savings in comparison with the procedure necessarily 
followed by a shipper not on a switching road. Under the latter 
circumstances a shipper must employ a separate trap car for each 
trunk line, but since such a practice is not feasible except in the 
case of large shippers, the freight must ordinarily be trucked to 
the freight stations of the individual carriers. This procedure may 
result in a saving in time but in turn is very costly. Inbound 
L.C.L. freight service also makes possible savings in cartage ex- 
penses, since the need for collecting freight from each of the car- 
riers’ terminals is obviated. Instead, freight is routed to the Junc- 


1 The Chicago Junction is in a better position than a crunk line to abide by the 
car-services rules in respect to foreign cars. These rules are outlined in the Freight 
Traffic Redbook (Chicago, 1931), pp. 511-21. 

% The Chicago Junction has four such stations and one loading platform. They 
are called “union freight stations” because freight is received for any of the trunk 
lines entering the terminal. 
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tion freight station and then sent by freight car or truck to the 
industries. 

‘The Junction Railway, with the co-operation of the trunk lines, 
offers package-car service direct to certain destination and gate- 
way points. On January 1, 1932, seventy-five package cars were 
operating from the Central District. Previous to the decline in 
business activity, 125 such cars were leaving daily. This service 
eliminates handling of freight both in the terminal and also while 
in transit; results in increased speed in delivery; and entirely elim- 
inates cartage between the industry and the freight stations of the 
trunk lines which was previously required to take advantage of 

this service. 

The excellent railroad service available to Central industries is 
explained in part by the activity of the Traffic Bureau of Asso- 
ciated Industries. This Bureau was organized in 1913 by the 
shippers under the auspices of the district management to strive. 
for better service from the trunk-line carriers. The specific gains 
which have resulted from the efforts of the bureau are more ex- 
peditious handling of inbound C.L. freight, through package- 
car service direct from the union freight stations, free trap-car 
service, and maintenance of service during strikes and adverse 
weather conditions. 

The chief competitor of the terminal railways in providing 
transportation services is, of course, the motor truck. In the pe- 
riod from 1923 to 1929 the amount of L.C.L. freight moved by 
the railroads in the Central District declined somewhat in spite 
of the fact that this was a period of increasing business activity. 
The explanation seems to lie in the competition offered by motor 
transport. The truck has the advantages of flexibility in reaching 
destinations, and savings in packaging, handling, and time as 
compared to the railroad for urban shipments. Both the Central 
and the Kenwood districts are admirably situated to avail them- 
selves of this superior service. On the other hand, there is little 
or no evidence that the industries in the less accessible Clearing 
District have encountered special difficulties in serving the urban 
market by motor transportation. Loading, unloading, and the de- 
lays incident to cartage through congested areas comprise the 
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major costs of making city deliveries. The additional mileage and 
time required to reach these city areas from the Clearing Dis- 
trict thus do not seem to present a formidable hardship. 

The services thus far discussed, although contributing to the 
success of the districts, are not peculiar to such developments. 
Attention will now be directed to operations which more definitely 
distinguish an industrial district from a mere real estate pro- 
motion. 

Perhaps the most noteworthy service performed by the districts 
is that of financial assistance to industries. Several plans are pro- 
vided by which properties may be acquired: 

1. Land is sold outright and the purchaser arranges for his 
own improvements, subject to certain protective restrictions. 

2. Land is sold outright, with improvements in or to be put in 
by the district construction departments. This plan makes it pos- 
sible for a client to submit his requirements and approve the plans 
for improvements. The district assumes responsibility for design- 
ing, engineering, construction, legal matters, and accotmting dur- 
ing construction, and the client has but to take over the com- 
pleted improvements. 

3. Land is sold with improvements in or to be put in, on a de- 
ferred-payment plan. This arrangement provides for a cash pay- 
ment varying from one-quarter to one-third of the agreed valua- 
tion of land and buildings, the balance to the paid within a period 
of four to ten years, with interest at 6 per cent. 

4. A long-term lease may be arranged for land and improve- 
ments to be built to order by the district. Under this plan the 
terms of the lease specify an annual charge of 6 per cent on the 
agreed valuation of the land plus a g per cent charge on the cost 
of improvements. Of this latter charge 6 per cent represents a 
charge for the use of the improvements and 3 per cent comprises 
depreciation charges. During the life of the lease the tenant pays 
maintenance costs, taxes, insurance, and special assessments. In 
the event that assessments are levied during the last three years 
of the rental period, the district pays the assessment, but the 
tenant pays a 6 per cent interest charge. 

5. A short-term lease may be arranged for space in buildings 
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already erected. The terms of such leases vary with the time and 
properties involved. 

The Central and Clearing districts have their own engineering, 
architectural, construction, and maintenance departments. The — 
Kenwood District has a smaller volume of construction than the 
other two developments and accordingly finds it more economi- 
cal to contract with a general construction company to handle 
such work. District organizations are able to design improve- 
ments, draw up engineering details and specifications, and carry 
out actual construction. On the completion of the work, the main- 
tenance departments may be engaged to furnish electricians, mill- 
wrights, carpenters, and painters to keep buildings and equip- 
ment in proper repair. 

As it is the desire to make their properties as attractive as possi- 
ble for industry, the districts have imposed certain restrictions 
on the nature and types of industries which will be admitted. - 
Industries with a nuisance risk, such as excessive noise, smoke, or 
odors; are excluded, thus assuring other concerns conditions which 
will not interfere with their processes or contaminate their prod- 
ucts. In the Kenwood and Clearing districts, in each of which 
only one tract of land is available, there has been a tendency to 
locate industries which might prove objectionable on the outer 
fringes of the tracts where their processes will least affect others. 

The appearance and types of contruction also must conform 
with specified rules. Buildings must be of concrete, steel, or brick 
construction. Conditions as to setbacks from street lines and. 
architectural details are also specified in some instances. Build- 
ing conditions in Clearing are more lenient than in the other two 
districts, which is chiefly accounted for by the fact that this 
district lies outside of the corporate limits of Chicago, and, there- 
fore, does not come within the jurisdiction of the zoning and build- 
ing ordinances. 

Data with respect to growth tendencies of the districts are not 
complete. Records have not been kept consistently from year to 
year, and when kept show only the number of industries in the 
districts. As measured by this imperfect standard, it will be noted 
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by reference to Chart II's that the growth of the Central District 
has been a spectacular one. From the time the project was initi- 
ated until 1917, the district grew from an area given over to a few 
lumber yards scattered along the river bank to an industrial cen- 
ter of approximately 150 industries. During and after the war still 
further impetus was given which resulted in an increase to 323 in- 
dustries by 1924. Since that year the number of industries has 
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CoMPANIES IN THE DISTRICTS, 1907-31 


fluctuated in a slightly downward trend, declining by 1931 to 287 
concerns. 

Clearing, from 1907 when only 1 industry was located in that 
development, grew at a fairly even pace, adding a few tenants 
annually until 1922, when a total of 34 industries was reached, 
Beginning in 1923, the growth was continued at an accelerated 
pace, with an exceptional burst taking place in 1926, 1927, and 
1928, when the net increase for each year over the preceding 

83 Sources: Central Manufacturing District Magazine, 1919-32; Economy of Loca- 
tion, a publication of the Clearing Industrial District. 
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year was 12, 19, and 19 industries, respectively. Since 1928 the 
_ growth has tapered off. In 1931 there were 98 industries in Clear- 
ing. 

The growth of the Central District from its inception until 
1917 was attributable largely to excellent railroad service, though 
it first came into prominence after the panic of 1907 when the 
financial assistance it offered proved to be especially attractive. 
The end of the World War was followed by a decline in business 
activity which temporarily stemmed the growth of industries in 


TABLE I 
INDUSTRIES IN THE DISTRICTS 


Chemicals, paints, pe- 

troleum, and drugs. . 
Light manufacturing. . 
Building material 
Furniture and 

hold equipment... . 
Service organization. . . 
Packing and food 
Warehousing : 
Heavy manufacturing . 
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| 98 | 24 free 


Central. After this depression the district with new properties 
added was able to take advantage of the prosperous times, and a 
net gain of 123 companies was made by the end of 1924. The con- 
struction and engineering services of the district came into full 
play during this period. Since 1925 the actual decline in the num- 
ber of industries in the district may possibly be explained by in- 
creasing land costs, the counterbalancing of its superior rail trans- 
portation by the motor truck, and increased competition offered 
by areas outside the city boundaries. 

In the Central District light manufacturing processes predomi- 
nate.“ Of the 287 industries in this district, 90, or 31 per cent, 
may be classified as light manufacturing. Heavy manufacturing 


™ See Table I. 
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such as foundry and heavy metal work accounts for only 6 per 
cent of the total. Warehousing ranks next to light manufacturing 
chiefly because of the large number of such enterprises in the 
Pershing Road tract. Here 25 per cent of the concerns perform 
warehousing services. Packing and food products, with 41 con- 
cerns, or 14 per cent, rank third. The East tract has 26 such in- 
dustries. The proximity of this latter promotion to the Stock 
Yards explains in large measure the presence of so many industries 
of this type. The service-organization group is composed in the 
main of sales branches, consulting offices of contractors and engi- 
neers, and branch offices of plants located elsewhere. The Central 
District contains 40 such concerns, which serve, in the main, 
other industries within the district. 

In Clearing, the leading group consists of the chemical and pe- 
troleum group with 26 concerns. Following in order, there are the 
light manufacturing group with 18 industries, building mate- 
rials, and heavy manufacturing each with 16 units. Furniture 
and household-goods manufacturing rank next with 10, while 
service organizations, packing plants, and warehouses follow with 
5, 4, and 4 units, respectively. In the Kenwood District light 
manufacturing with 13 industries makes up 55 per cent of the 
total. No other single type of process is important in this district. 

A comparison of the three districts indicates few important dif- 
ferences in types of industries. With the exception of Kenwood, 
in which light manufacturing predominates, the districts present 
a balanced distribution of industries. The Clearing District has 
a higher percentage of heavy manufacturing than does Central, 
but it would not be correct to call one a heavy manufacturing dis- 
trict and the other a light manufacturing district. Although it is 
possible that such may prove to be the case in the future because 
of the respective advantages of the districts for each type of de- 
velopment, the trend at present discloses only a moderate move- 
ment in that direction. 

The effect of varying land values in the several districts is re- 
flected in different types of building construction. On the low- 
cost land in Clearing, 97 per cent of the buildings are two stories 
high or less, with one-story buildings comprising 82 per cent of the 
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total. No structures are higher than four stories. In Kenwood, 
with slightly higher land values than in the previously mentioned 
properties, 71 per cent of the buildings are of one-story construc- 
tion. In Central only 43 per cent of the buildings are one story 
high. Twenty-six per cent have two stories, and 21 per cent four 
floors or more. Appreciation of land values in Central is making 
multiple-story construction a necessity. 

The industries have availed themselves of the services offered 
by the districts in varying degrees. With respect to financial as- 
sistance, approximately 60 per cent of the industries located in 
Central lease their properties.’* At one extreme the ratio of lease- 


TABLE II 
OWNERSHIP OF PROPERTIES IN THE DISTRICTS 


PURCHASES 
District 
Companies Per Cent Companies Per Cent 
113 39.3 175 60.7 
72 42.6 97 68.2 
II 13.7 69 86.3 
30 85.0 5 15.0 
54 55.0 44 45.0 
15 63.0 9 37.0 


holds to owned properties in the Pershing Road tract is almost 
6 to 1. Here there are only a few structures of very large size, 
which are in the main tenanted by the loft type of industry. In 
the Kedzie Avenue tract, on the other hand, 85 per cent of the 
properties are owned by the occupants. In the Kenwood District 
a much higher percentage of the occupants own their properties 
than is true of the Central District as a whole. This is probably 
to be explained by differences of policy on the part of the two 
managements rather than by differences of environment since in 
the latter respect the two districts are practically identical. Indus- 
trial leaseholds are most common among small industries of the 
loft type for which no provision has been made by the Kenwood 


8 See Table II. 
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District. Nevertheless, in Clearing, where environmental factors 
are not conducive to the development of loft industries, nearly 
one-half of the occupants are leaseholders. 

Inquiry among the managements of the industries occupying 
the districts revealed a distinct preference for leasing rather than 
outright purchase. There may have been a time when an indus- 
try which did not own its plant facilities was regarded as being 
somewhat insecure, but, if so, this attitude is rapidly disappear- 
ing. It is highly probable that the policies of the Central and 
Clearing managements in offering flexible leasing arrangements 
have been largely responsible for this preference upon the part of 
their tenants. By so doing the districts have rendered a distinct 
service to the industrial community by offering, on the one hand, 
a degree of permanence and security to the leaseholder not other- 
wise obtainable, and on the other, relief from the risks of property 
ownership. 

The degree of importance to be attached to the manufacturing 
district as a factor in the future location of industry will depend 
upon a number of considerations: (1) Does it offer sufficient in- 
ducement to industry to choose locations within a district in pref- 
erence to other locations not so situated? (2) Are the financial re- 
wards offered sufficient to attract the substantial amounts of cap- 
ital required for establishing and maintaining efficient districts? 
(3) Does the idea contain the elements which will, in the long run, 
enable the district as an institution to adapt itself and indeed, 
make a constructive contribution to the changing patterns of ur- 
ban life? 

To the first question it is felt that perhaps an answer in the 
affirmative may be found in the foregoing discussion. Some of the 
more obvious advantages of a district location arise out of the 
associations to be found there. Joint tenancy creates a common 
bond which is readily crystallized in joint action to secure superior 
transportation services, better maintenance of streets, neighbor- 
hood-traffic restrictions, more adequate fire protection, watch- 
man service, and the like. 

A much more fundamental advantage is one which in the begin- 
ning perhaps was only vaguely recognized by the district manage- 
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ments themselves. Reference is made to the reduction of occu- 
pancy risks. Carefully conceived restrictions give character and 
permanence to a community. To realize this, one needs merely to 
make a casual trip through the territory Occupied by the districts, 
contrasting the substantial improveme) ‘Ats within the districts 
with the nondescript adjacent areas. Th latter in many cases 
have every natural advantage of the ér nized tracts, lacking 
only the enlightened exploitation provic dd by the district man- 
agements. 

Most important of all to many indusé¥ies is the relief from fi- 
nancial burdens which, were they locat#1 elsewhere, they must 
perforce assume. Many an industry has made a serious error in 
building a monument unto itself only to find that the capital which 
has been sunk in real estate might have been put to better use. 
The truth of the matter is that nearly every industry is confronted 
by two radically different investment problems. Investments in 
industrial real estate are the most permanent sort imaginable and 
present an entirely different problem than does investment in 
inventories for instance. Even outlays for machinery are usually 
within a reasonable time self-liquidating, and hence present risks 
of distinctly different type than those involved in land and build- 
ings. Most industries would be much better off if they did not 
have heavy financial commitments of the latter sort, and doubt- 
less would in many instances not assume such burdens if there 
were any alternative. 

It is here that manufacturing districts with their flexible leasing 
arrangements provide a means of escape. It is not contended that 
there is much evidence that the district managements are as yet 
meeting this particular issue in adequate fashion, nor even that 
in the beginning much thought was given to this possibility by the 
originators of the projects. It is maintained that it is the offering 
of this service which chiefly distinguishes the manufacturing dis- 
trict from a mere real estate subdivision; that ready access to such 
services would prove highly beneficial to industry as a whole; and, 
finally, that it is by this means that the district as an institu- 
tion may make its most substantial contribution to efficient plant 
location. Doubtless there are industries which require such highly 
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specialized properties that no one else will assume the burden of 
development, but there is much evidence in the experience of the 
districts to indicate that such contentions can easily be exagger- 
ated. A strongly financed district with a well-diversified tenancy 
is in a much better position to attract capital for long-time im- 
provements than a single manufacturer can hope to be. 

Which brings us to our second consideration. One would be 
rash to contend that the apparently substantial returns to the 
owners of the districts herein discussed are representative of what 
may invariably be expected of such projects. Their life-history 
thus far has been associated with a period of rapid urbanization. 
Values have multiplied and much of their profit has arisen in con- 
nection with the conversion of prairie land into a highly indus- 
trialized community. Perhaps never before has the mere owner- 
ship of real estate been so sure a road to wealth. Such opportuni- 
ties may not soon present themselves again. But hope of rapid 
appreciation is not the only consideration of the conservative in- 
vestor. The owner of well-chosen industrial real estate is not 
haunted by the fear of depreciating land values brought about by 
the changing character of the neighborhood as is the owner of resi- 
dential property. Industrial corporations as a class are much 
more reliable tenants and more permanent than are individuals, 
and this fact, coupled with the minimization of risk accruing from 
a well-diversified occupancy, makes this one of the safest of invest- 
ments. It is not the sort of project to appeal to the fly-by-night in- 
vestor. Funds are indefinitely committed to the enterprise, es- 
pecially when leaseholds rather than outright sale of the proper- 
ties is to be relied upon as the chief source of income. But it does 
bear promise of reasonable surety of income and permanence of 
capital. Such features are calculated to appeal to a type of inves- 
tor who is likely in the future to be more common among us. 

The real significance of this interesting type of organization, it 
is to be hoped, will in the long run be measured by the degree to 
which it is capable of contributing to more rational urban develop- 
ment. One would be complacent, indeed, to view with approval 
the way of life imposed upon the rank and file worker in the mod- 
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ern city. The huge mononucleated organism; the converging 
traffic ways creating ever increasing congestion with attendant 
wastage of time and nervous energy; the sprawling nondescript 
areas—half-industrial, half-slum—surely these are not all that our 
modern civilization has to offer. 

Thoughtful men when not embarrassed by special bias or vest- 
ed interest are agreed that the city as we know it today must 
undergo radical reorganization. Industry must learn more fully 
the uses of modern devices of communication and submit to a 
process of decentralization, not in hit-or-miss fashion, but accord- 
ing to well-ordered patterns, thus forming the nucleii around 
which our working population may be decently housed. Such is 
the dream of the city-planner. 

The idea need not alarm the most enthusiastic devotee of Ro- 
tary, or disturb the “big city’’ complex of the most seasoned 
urbanite. As a result of such reorganization, the city of the future 
may contain a much larger area per capita. The various com- 
munities of which it is con »osed may perhaps be more self-con- 
tained and self-centered. Less energy will perhaps be expended in 
useless hauling of people about the city. But it does not contem- 
plate the distintegration of the city as an economic unit. Cultural 
and commercial ties will doubtless continue to bind these indus- 
trial communities into a well-knit whole. 

Nevertheless, such changes obviously must be slow and painful. 
Tradition and vested interest are not readily dislodged. But may 
it not be that in the manufacturing district as an institution, so- 
ciety, which, rightly or wrongly, is committed to private enter- 
prise, has a tool which might conceivably be used to hasten this 
socially desirable process? 

Wise city-planning and adequate zoning are helpful in this re- 
spect. But at best they exert a negative influence. By specifying 
definite geographical restrictions and prohibitions they forestall 
socially undesirable developments in the future, but of them- 
selves only indirectly bring about the redistribution of present 
industry in conformity with a more rational plan of urban devel- 
opment. If to these wholesome restraints were to be added a posi- 
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tive urge to industrial relocation within the areas allotted to in- 
dustry by the city plan, these hopes would be brought that much 
nearer to realization. Just such an urge might be provided by in- 
'telligent encouragement to the formation of manufacturing dis- 
pict in preferred areas, thus promoting the rationalization of the 
modern city and hastening the day when the urban worker may 
be offered a more tolerable way of life. 


THE FEDERAL COURTS AND ORGANIZED LABOR 
Ill. SINCE THE CLAYTON ACT—Continued 
THE BOYCOTT CASES AND THE NORRIS-LA GUARDIA 
ACT—Continued 
JAY FINLEY CHRIST 
THE JURISDICTIONAL-DISPUTES CASES 


FEW federal labor cases have arisen in connection with 
A so-called “jurisdictional disputes.” These cases, like 
those discussed in the first instalment of this paper, in- 
volve “boycotts” which take the form of refusals to perform cer- 
tain work and of inducement of others not to perform certain 
work; but the jurisdictional-disputes cases arise, primarily, from 
disputes between members of different crafts, as to which work- 
men are to be employed for certain work, whereas the other “‘boy- 
cotts” in the main arose from disputes with employers. 

One type of jurisdictional dispute is represented by Central 
Metal Products Co. v. O’ Brien et al.,®* complainants in which were 
under contract to furnish a large amount of metal work upon 
certain construction jobs for the city of Cleveland, Ohio. Com- 
plainant had employed union carpenters to hang metal doors upon 
these jobs, when defendants, officers of the Amalgamated Sheet 
Metal Workers’ International Alliance, demanded that the mem- 
bers of their union be permitted to do this work."* Upon com- 
plainant’s refusal to comply with defendants’ demand, the latter 
notified the city of Cleveland that unless the city should either 
induce complainant to put the metal workers on the jobs or with- 
draw from its contracts with the complainant and use the city’s 
own employees for the work, the defendants would call a strike of 

12 Associate professor of business law in the School of Business, the University of 
Chicago. 

193 This Journal, VI (January, 1933), 62. 

1% (1922) 278 Fed. 827, Case No. 135, Appendix. 

#5 The work had been awarded to the metal workers as the result of an arbitra- 
tion with the carpenters, but the latter refused to give up the jobs. 
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metal workers on other work under construction by the city. The 
city refused to do either of these things, and strikes were called 
upon some of the city’s other jobs. As a consequence, the city then 
instructed complainants to cease work and prevented complain- 
ant’s men from further work. Defendants thereupon called off 
the metal workers’ strike upon city jobs, but complainant’s opera- 
tions remained at a standstill. The District Court granted a tem- 
porary injunction to restrain defendants’ interference with con- 
tractual relations between the city and complainant. The court 
relied upon the familiar principle that interference with known 
contractual relations is unlawful, and deduced the conclusion that 
concerted interference is enjoinable as a conspiracy." The court 
decided, further, that the Clayton Act did not affect the power of 
the federal courts to enjoin defendants, because there was no 
case arising from a dispute between employer and employees as 
to terms or conditions of employment ;’” and, finally, it was held 
that the award in the arbitration between the two unions was not 
binding upon complainant, i.e., it did not constitute a justifica- 
tion of defendants’ interference with the contract between com- 
plainant and the city of Cleveland. 


196 There is no reference in the opinion to interference with interstate commerce. 
Jurisdiction apparently rested upon diversity of citizenship, though no point is 
made of it in the opinion. 

17 The court makes an interesting point in 278 Fed. at 831: “If plaintiff accedes 
to defendants’ demand and employs members of the sheet metal workers’ union, 
then the members of the carpenters’. . . . union might with equal right indulge in 
the same conduct as is here alleged against defendants. If they did so, their legal 
standing would be precisely the same 

#8 An appeal was dismissed, because, in obedience to the temporary injunction, 
defendants’ activities had ceased, so that the question was moot (284 Fed. 850). 
Apparently, the proper procedure for the testing of the validity of the temporary 
injunction would have been a motion to dissolve it, or, perhaps, a suit to recover 
damages for improper issuance of it, under the Clayton Act; but there can be little 
doubt that the result would have been an affirmance of the decree. The attempt to 
enforce an award against a person not a party to the arbitration can scarcely justify 
an interference with such person’s existing contracts. (No other authorities have 
been found directly in point, however.) 

In McFarland Company v. O’Brien et al. (1925), 6 F. (2d) 1016, Case No. 191, 
Appendix, the facts are similar to those in the Central Metal Products Company 
case. Plaintiff was under contract with a general contractor to do certain work on 
city buildings. Painters’ union demanded that all doors installed should be var- 
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A second type of jurisdictional dispute is represented by Hass, 
Inc. v. Local Union, Brotherhood of Painters, etc., et al. A rule of 
the Brotherhood required that if any employing contractor should 
take a job outside his local territory, as defined by the union, he 
must, upon such job, pay the rate of wages and observe other con- 
ditions in effect in his home territory, if those rates and conditions 
should be more favorable to the workers than the local rates and 
conditions in effect where the work was to be done. Another sec- 
tion of the rules provided that no local workers might work upon 
jobs for outside contractors unless the contractors should observe 
the rule to which reference has been made above, and all members 
of the Brotherhood were forbidden, under penalty of expulsion 
and fines, to work for any contractor who should violate these 
rules. Complainant was a New Jersey corporation which entered 
into a contract to do certain work in Connecticut. Complainant 
offered work to local men in Connecticut at the local rates in effect 
there, but it was impossible to hire any men at those rates, be- 
cause, although the local men would have been satisfied to work 
for the local rates, they feared expulsion from the union and would 
not accept the employment offered by complainant. Complain- 
ant asked an injunction to restrain enforcement of the rules of the 


nished, which plaintiff did not think necessary. In order to induce plaintiff to com- 
ply with this demand, defendants, representing painters’ union, notified the general 
contractor that they would call their men off his jobs, and off the jobs of his sub- 
contractors on these and other buildings, unless he would refuse to carry out his 
contract with plaintiff. The general contractor broke his contract with plaintiff and 
got another contractor to do the work, complying with the union’s demands. When 
the work was nearly finished, plaintiff asked an injunction. Relief was denied upon 
the ground that the time had passed when the injunction could operate as a pre- 
ventive measure. Plaintiff must rely upon his remedy for breach of contract and, it 
is inferred, upon his remedy (in damages) against the union for unlawful interference. 
There is no report of further proceedings arising from this situation. 

Rockwood Corporation of St. Louis v. Bricklayers’ Union et al. (1929), 33 F. (2d) 
25, Case No. 216, involved similar conduct, but relief was denied because jurisdic- 
tion was alleged to be founded upon conspiracy to violate the anti-trust laws, and 
there was no showing that any concerted action took place—all the threats were 
made by one officer, so far as the evidence disclosed any threats. It was also sug- 
gested by the court that if there was any interference with interstate commerce, 
it was incidental and unintentional. 


199 (1924) 300 Fed. 894, Case No. 184, Appendix. 
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Brotherhood and to order the union to advise certain named 
workmen that they might work for complainant at current local 
rates without fear of expulsion. 

The sole report of the case is a short opinion upon a motion to 
dismiss the bill. The motion was denied, but there is no indication 
in the opinion as to what law (whether state or federal) is vio- 
lated,” there is no statement of the ground of the jurisdiction of 
the federal courts over the case, and there is no reference to or re- 
port of any further proceedings in the case. The view of the court 
in this case is difficult to understand; and the difficulty is in- 
creased by three other cases in which, while they involved similar 
facts, injunctive relief was denied in the federal courts, for the 
reason, apparently, that the courts were unable to see any inter- 
ference with interstate commerce or, in fact, any other violation 
of law.” 


2 “The injury to [the plaintiff] consists in the discrimination against him in 
favor of local contractors. ... . ” No other case has been found in which discrimina- 
tion has been held to be unlawful per se (see n. 201). 


201 In Barker Painting Co. v. Local Union 734, Broh. of Painters, etc., et al. (1926) 
12 F. (2d) 945, Case No. 200, a rule of the union provided that “where there is a dif- 
ference between the wage scale of two cities, all members employed upon a job done 
in one of the two cities by an employer from the other (whether sent from the city in 
which the employer’s place of business is situated or hired in the city where the work 
is done) shall receive the higher of the two wage scales,” and another rule provided 
that at least 50 per cent of the labor on any job should be hired from the locality 
where the work was to be done. The rate for certain work was eight dollars in New 
Jersey and ten and one-half dollars in New York. Complainant went from New 
York to New Jersey and hired local men at the New Jersey rate. The union required 
the men to withdraw from the job, which they did, and a temporary (unreported) 
injunction restrained the enforcement of the rule. In the first report of the case, the 
District Court dissolved the injunction. In the second report, the Circuit Court of 
Appeals affirmed the decision, but largely because the work had been finished so that 
the question was moot. Finally, the Superme Court also affirmed the dissolution of 
the temporary injunction, on the same ground, that the question had become moot. 

In Barker Painting Co. v. Brotherhood of Painters, etc. (1926), 15 F. (2d) 16, Case 
No. 201, the same rule was in question. The employer had gone to Philadelphia and 
applied the local rates. Here, the District Court denied relief, and its decree was 
affirmed by the same Circuit Court of Appeals which had acted in the other Barker 
case. The court took note of the Hass case, supra, but declined to follow it, saying 
that the complainant had failed to show that the union’s rule or the attempt to en- 
force it was contrary to any principle of law. 
A similar result was reached by the Court of Appeals of the District of Columbia 
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A third type of jurisdictional dispute is found in U.S. v. Paint- 
ers’ District Council No. 14 of Chicago, etc., et al.*”? Certain manu- 
facturers of kitchen cabinets, in Indiana, and certain manufactur- 
ers of interior woodwork in Kentucky and Wisconsin, painted their 
product with spray-guns and shipped them, fully painted and 
ready to instal, to jobs in Chicago. The Chicago Painters’ Dis- 
trict Council demanded that these goods be brought in unfinished 
and that local painters be employed to finish them. When the 
Council’s demand was not complied with, union painters were 
called from jobs in which finished material was being used. Com- 
merce in the finished goods was materially affected. The court en- 
joined this “boycott” as an unlawful interference with interstate 
trade in finished lumber, relying for its authority upon Duplex Pr. 
P. Co. v. Deering, the Bedford Stone case, Aeolian Co. v. Fischer, 
and U.S. v. Brims.? 

The boycotts in the jurisdictional-disputes cases take the form 
of refusal to work or inducement of others not to work. In the 
type first discussed, defendants, in order to induce A io employ 
them on certain work, which A was doing under contract with B, 
called out their members on other jobs being done by and for B, 
and brought about a violation of B’s contractual obligations to A. 
In the second type of case, defendants, by threatening to expel men 
who would work for A, unless A employed them upon terms dic- 
tated by defendants, induced those men not to work for A. In 


in Barker Painting Co. v. Broh. of Painters, etc. (1927), 23 F. (2d) 743, Case No. 202. 
The facts were the same as those in the other two Barker cases. In the last case, 
the court pointed out that there was no violence and that the men did not break any 
contracts in refusing to work; there was no right in complainant to compel the men 
to work for him; the men were trying to uphold a standard of wages—a legitimate 
activity within Sec. 6 of the Clayton Act; and it is not unlawful for the union to en- 
force its legitimate rules against its members by fines or threats of expulsion. 

202 (1930) 44 F. (2d) 58, Case No. 219A, Appendix hereto. This case should have 
been discussed in connection with the other government petitions for injunctions; 
but it was not decided until late in 1930 and not reported until some time in 1931. 
It had not come to my attention when the former article was prepared. 

23 Duplex Pr. P. Co. v. Deering, the Bedford Stone case, and Aeolian Co. v. 
Fischer were discussed in VI, this Journal, January, 1933. The Brims case was dis- 
cussed in V, ibid., January, 1932), p. 53. The decision in the painters’ case was af- 
firmed by the Supreme Court, but no opinion was filed. See (1931) 284 U.S. 582. 
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the third type of case, defendants induced men to refuse to work 
for A as long as he made use of materials finished by other work- 
ers. Section 20 of the Clayton Act as no bearing upon these cases, 
because they do not arise from disputes between employers and 
employees, as to terms or conditions of employment. The dis- 
putes in this group of cases are in fact between rival groups of 
workers, and employers are involved only incidentally in the dis- 
pute as to who shall be employed to do the work. The jurisdic- 
tional-disputes cases will give rise to some interesting questions 
in the application of the Norris Act. 


BOYCOTTS BY EMPLOYERS 


In the thirty years since the report of the case of Boyer v. 
Western Union Tel. Co.,?* no federal case is reported which has in- 
volved that type of employer boycott known as the “black list” 
and characterized by the keeping (and, sometimes, by the circula- 
tion) of a list of the names of individuals whom the keeper of the 
list has determined not to employ. Even though the circulation of 
the list is limited so as to reach a very small number of employers, 
such circulation is often made effective in greater or less degree 
by the application of one or another sorts of pressures. The black 
list thus becomes a “boycott” in a most effective sense. The de- 
vices which have replaced the black list,?°> so far as the reported 
federal cases indicate replacement, have been of a different and 
more general character. One of them was employed as a device, 
not against individuals at all, but against union control of em- 
ployment conditions in the building trades; while the other device 
was not employed in any relation to organized labor, at least so 
far as the reports disclose the facts.” 

24 (1903) 124 Fed. 246, Case No. 60, Appendix, discussed in III, this Journal, 


October, 1930, p. 460. 
2s On the use and passing of the black list, see Witte, Government in Labor Dis- 
putes, pp. 211-18. 

26 Perhaps neither of these devices was a boycott, strictly speaking. But their 
use involved the prevention of employment of certain persons, or types of persons, 
in each case; and since they somewhat resemble boycotts in character, the present 
connection seems appropriate to a discussion of them. 
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In Industrial Association of San Francisco et al. v. U.S.," the 
Builders’ Exchange, the Industrial Association, and some forty 
distributors of building contractors’ supplies entered into an 
agreement for the purpose of putting into effect the so-called 
“American plan” of employment in the building-construction 
trades.” To make the plan operative, it was agreed that no mem- 
ber of the group would sell certain building materials to any 
contractor without a permit from the Exchange, and that such 
permits should be issued to contractors only upon agreement of 
the latter to adopt and follow the “American plan.” Originally, 
the agreement specified that it was to apply only to the purchase 
of materials which were produced or prepared practically entirely 
within the state, so that there might be no interference with inter- 
state commerce;”” but the scheme was later applied to other sup- 
plies, among them being plaster and plumbing supplies, which 
were in large part manufactured outside the state.*” In a proceed- 
ing under the anti-trust laws of the United States, the District 
Court rendered a decree which enjoined (a) the requirement of 
permits upon the foregoing conditions for the purchase of goods 
produced outside the state; (b) the making of any regulation, as a 
condition to the issuance of a purchase permit, which would inter- 
fere with the movement into the state of supplies produced outside 
the state; and (c) attempts to discourage or prevent persons out- 
side the state from shipping goods into the state. 

Upon an appeal, the Supreme Court of the United States re- 
versed the decree with instructions to dismiss the bill, upon the 
following grounds: 

2°7 (1923) 293 Fed. 925 and (1925) 268 U.S. 64; 45 Sup. Ct. 403, Case No. 175A, 
Appendix hereto. This case was not included in the table of cases published in this 
Journal in January, 1932, and discussion of the case was purposely omitted from 
the article which dealt with government injunctions (ibid., April, 1932, p. 103), for 
reasons which seemed sufficient at the time. 

#8 The essence of the plan was that union men and non-union men should be em- 
ployed in equal proportions, with a non-union foreman on each job. 


29 The agreement did not make use of general language of this sort; it specified 
certain materials which in fact came within the description here given. 

20 As to plumbing supplies, the device was varied by refusal to issue permits for 
all sorts of supplies, unless the purchasers would agree to employ, as subcontractors, 
only such plumbing contractors as would follow the American plan. 
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1. As to the requirement of permits for the purchase of mate- 
rials (the plaster, in particular) brought from other states, the 
acts of defendants took place only after the goods had come to their 
destination. Interstate commerce had then ceased, with respect 
to such goods, so that defendants’ acts were beyond the jurisdic- 
tion of the United States. 

2. There doubtless was some interference with interstate com- 
merce in supplies from other states, but such interference was not 
unlawful, because (a) its amount was a matter of surmise and (6) 
it was not intended, but incidental; and it was also remote because 
all that was done was to remove the contractors’ “incentive to 
buy.’ 

3. If the permit system resulted in some refusals to buy and, 
therefore, in some prevention or discouragement of shipments of 
goods into the state, it was the result of individual action in many 
cases and, so far as it may have been unlawful, it was so small in 
amount, as compared to the expenditure of $100,000,000 for the 
same kind of goods in the same territory, during the period under 
discussion, that the maxim de minima non curat lex should be 
applied.”” 

The sum of the matter is that certain sellers of building materi- 
als agreed that they would not sell such materials to (they would 
“boycott”’) contractors who refused to agree to follow the ‘‘Ameri- 
can plan” of employment of labor. As to goods produced outside 
the state, the court believed (1) that refusal to sell was not un- 
lawful because it did not interfere with interstate commerce;? 
(2) that there was some interference with interstate commerce, 
but it was not unlawful because (a) the amount could only be 

2 The interference was likened to that in the Herkert case and the first Coronado 
case. See this Journal, V (October, 1932), 392. 

212 This is somewhat unusual. The maxim is not usually applied to unlawful acts 
at all, but to trivial acts which, because of their slight importance, are not unlawful. 
The maxim is not usually applied, either, because of the slight damage done by de- 


fendant’s conduct. See the discussion of O’Brien v. U.S., this Journal, January, 
1932, p. 51, where defendants’ conduct prevented the movement of one billet of 
steel. 

213 The reason given is that defendants’ acts were done after the commerce had 
ended. In this connection, no attention was paid to acts which prevented goods ever 


coming in. 
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guessed at and (6) it was only “incidental’—a removal of the 
contractors’ opportunity to use and so a removal of incentive to 
buy; and (3) that while some discouragement of the movement of 
goods into the state may have been due to the unlawful acts of 
defendants, such interference was so slight in amount that it was 
not unlawful. 

Standing in this form, the results of this decision seem to be 
worse than they are, and the decision has been subjected to some 
criticism ;7 but the essential feature of the defendants’ conduct 
seems to have been (so far as it affected outside goods) that they 
set the terms upon which they will sell within the state and that 
they refused to buy more goods than they believed they would 
be able to sell upon such terms. It is scarcely unlawful to fail to 
buy more goods than one hopes to sell, no matter what the terms 
of the sale; and such failure is the sole source of such prevention of 
the shipment of plaster into the state.*5 In other words, defend- 
ants agreed that they would not sell goods to persons who should 
refuse to follow a plan of employment favored by defendants; 
transactions between defendants and their customers were all 
carried on within the borders of the state of California; the plan 
of employment was not related to the production of goods either 
outside or inside the state, or to commerce in the goods;?"* and 


24 See Berman, Labor and the Sherman Act, pp. 164 ff. The criticism is also di- 
rected against the looseness of the language of the Sherman Act. 


21s There was no interference with other dealers nor any obstruction of shipments 
or deliveries, so far as the reports disclose. Properly speaking, this case is not a labor 
case at all, which is the reason why it was omitted from my earlier discussion. See 
n. 206, supra. 


26 At one point, the matter is a little doubtful, as in part suggested by Professor 
Berman, of. cit., p. 166. The point is indicated by the following quotation from the 
opinion of the Supreme Court (268 U.S. at p. 83; 45 Sup. Ct., at p. 408): 

“A class of interferences strongly pressed in argument was that in respect of 
plumbing supplies, practically all of which were manufactured outside the state of 
California. Lists of plumbing contractors who who were not observing the ‘Ameri- 
can plan’ were sent to the plumbing supply houses, and some of them refused to sell 
materials to such contractors. That there was, at least, a sympathetic connection 
between this action and the ‘American plan,’ may be assumed, although plumbing 
supplies were not within the scope of the permit list. However this may be, and 
whatever may have been the original situation, the practice was abandoned long, 
before the present suit was instituted, and nothing appears by way of threat or 
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there is no point at which the defendants transgress the domain of 
the anti-trust laws of the United States. The decision of the Su- 
preme Court is believed to be entirely sound.” 

The other group of cases in which injunctions were asked 
against employers is, for purposes of discussion, best represented 
by Anderson v. Shipowners’ Association of the Pacific Coast et al. 
The bill alleged: 


The members of the respondent associations own, operate, or control sub- 
stantially all of the merchant vessels of American registry [on the Pacific 
coast]. These associations and their members have entered into a combina- 
tion to control the employment, upon such vessels, of all seamen upon the 
Pacific coast, and to that end . . . . maintain offices . . . . where seamen are 
engaged and supplied to the operators of the vessels. Among other require- 


otherwise to indicate the probability of its ever being resumed. Under these cir- 
cumstances, there is no basis for present relief by injunction.” 

The reports do not disclose whether this statement refers to “plumbing supply 
houses”’ within or outside of the state of California. If they were outside, no relief 
is available because no need for it appears; and if they were inside, there is no tan- 
gible effect upon interstate commerce. In either case, there was no showing of more 
than the sending of lists of names to the supply houses. 


217 Upon the point at issue, even the Bedford Stone case is distinguishable. The 
refusal of defendants in the Bedford case to permit the men to work upon non-union 
stone did, as a matter of fact, affect, as it was intended to affect, interstate commerce 
in complainants’ stone. The real issue in the Bedford case was as to the legality of a 
primary boycott—refusal to work—either at common law or under the Clayton Act. 


218 (1926) 10 F. (2d) 96, Case No. 197, Appendix. Two earlier cases involved 
similar facts, but neither of them reached the Supreme Court on the merits. One was 
Street v. Shipowners’ Assoc. of Pacific Coast et al. (1923), 263 U.S. 344, Case No. 183, 
Appendix. An unreported decision dismissed a bill like that in the Anderson case, 
and the Supreme Court transferred the case to the Circuit Court of Appeals, for 
lack of jurisdiction over the appeal from the District Court. The C.C.A. affirmed 
the District Court’s decision, and certiorari was denied by the Supreme Court 
(1924) 266 U.S. 11 (Mem.) and 299 Fed. s. 

The other case was Tilbury et al. v. Oregon Stevedoring Co., Inc., et al. (1925), 8 F. 
(2d) 898, Case No. 195, Appendix. A bill for an injunction and an action for damages 
under the Sherman Act, upon facts like those of the Anderson case, was dismissed 
(see this Journal, January, 1932, p. 66, n. 41). The District Court said that while 
there was a monopoly of employment, there was no showing in the bill that there was 
any intent to restrain interstate or foreign commerce, or that such commerce was in 
fact restrained. The decision was affirmed by the Circuit Court of Appeals ([1925] 7 
F. [2d] 1). The appeal was reported in an earlier volume than that in which appears 
the report of the District Court’s decision. Possibly the latter did not seem worthy 
of report until after the former had been reported. 
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ments, every seaman seeking employment is compelled to register, receive a 
number, and await his turn according to the number, before he can obtain 
employment, the result of which is that seamen, well qualified and well 
known, are frequently prevented from obtaining employment at once, when, 
but for these conditions, they would be able to do so. A certificate is issued 
to each seaman, which he is obliged to carry and present in order to obtain 
employment. The certificate, in part, recites that no person will be employed 
unless registered; that the certificate must be delivered to the master of the 
vessel upon articles being signed; that the certificate is the personal record of 
the seaman and the basis of his future employment. At the same time, two 
cards are issued—one to the seaman, assigning him to a specified employ- 
ment, and another to the ship, reciting the capacity in which the seaman is 
to be employed, with the statement that “he must not be employed on your 
ship in any capacity unless he presents an assignment card, grey in color, 
issued by us and addressed to your vessel, designating the position to which 
we have assigned him.” The associations fix the wages which shall be paid 
the seamen. Under the regulations, when a seaman’s turn comes, he must 
take the employment then offered or none, whether it is suited to his quali- 
fications, or whether he wishes to engage on the particular vessel or for the 
particular voyage, and the officers of the vessel are deprived of the right to 
select their own men or those deemed most suitable. Without a compliance 
with the foregoing requirements, no seaman can be employed on any of the 
vessels owned or operated by members of the association. 

It is further alleged that the petitioner [a seaman of twenty years’ experi- 
ence] sought employment and was refused registration because he failed to 
produce a discharge book. At a later time, he was employed by the mate of a 
vessel engaged in coastwise interstate traffic, but was required by the mate 
to apply at the office of the associations for assignment as a sailor; that upon 
application thus made, such assignment was refused; that, nevertheless, he 
was directed by the mate to report on board for duty; that he did report, but 
was informed by the mate that he had been ordered to take no seamen, 
except through the office of the association, and in consequence petitioner 
lost the employment, to his damage in a sum stated." 


Upon these facts, in an unreported decision, the District Court 
dismissed the bill upon motion of defendant, and the Circuit Court 
of Appeals,?”° upon the authority of the Street case and the Til- 
bury case, affirmed the decision. On appeal to the Supreme 
Court, however, the ruling on the motion was reversed on the 
ground that, if the facts were shown to be true as alleged, there 


9 272 U.S. 361-63; 47 Sup. Ct. 125-26. 
320 (1926) 10 F. (2d) 96. 2 Supra, n. 218. 
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was a violation of the anti-trust laws. The correct procedure, 
therefore, was to proceed to trial upon the issues of fact rather 
than dismissal upon motion. It was not important, said the Su- 
preme Court, that there was no allegation of intent to violate the 
Sherman Act. 

The absence of an allegation that such was the specific intent is not im- 
portant, since that is the necessary and direct consequence of the combina- 
tion and the acts of the associations under it, and they cannot be heard to say 
the contrary..... A restraint of interstate commerce cannot be justified 
by the fact that the object . . . . was to benefit the [participants] in a way 
which might have been unobjectionable, in the absence of such restraint [of 
interstate commerce] 


Upon a retrial of the issues of fact in the District Court, it was 
held that the evidence introduced did not establish the existence 
of the combination as alleged, that there was no proof that mem- 
bers of the association bound themselves to employ men exclu- 
sively in accordance with the allegations in the bill, and that the 
defendants therefore were not enjoinable, since the complainant 
did not make out his case.” This decision was affirmed by the 
Circuit Court of Appeals™ and a petition for a write of certiorari 


22 272 U.S., at p. 363. The court also distinguished the Industrial Association 
case (supra), the Herkert case, and the Coronado case on the ground that those con- 
spiracies related to matters entirely local and affecting interstate commerce only in- 
directly and remotely, while in the Anderson case the interference was direct and pri- 
mary interference with the freedom of members of the association as well as with 
that of the petitioner. 


233 (1928) 27 F. (2d) 163. “While most of the members of the two defendant 
associations secure a large proportion of their seamen through the [associations’ ex- 
changes], all of the members hire some seamen from other sources, who never regis- 


ter[with the associations]. The proportion of men hired outside . . . . varies widely. 
In some instances it is a small percentage, but certain companies use the bureau [of 
the associations] only for 50 per cent or less of their requirements. .. . . Two com- 


panies do not use the bureau at all.” 


24 (1929) 31 F. (2d) 539. Following the decision of the Supreme Court and prior 
to defendants’ answer, ‘defendants changed the form of application for employment, 
reference card and discharge book and . . . . otherwise modified the method of doing 
business.” Upon this petitioner based a contention that he should have damages; 
but it was held that the “gist of the action, however, is for injunction... . and 
claims for damages are but incidental thereto. The question of an injunction is de- 
termined by the facts existing at the time of the trial”; and the claim for damages, be- 
ing incidental, was therefore denied. 
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was denied by the Supreme Court.”5 It remains to examine the 
probable effect of the Norris—La Guardia anti-injunction Act of 
1932, particularly upon the legality of those boycotts which, since 
the Clayton Act, have taken the form of refusal to work or induce- 
ment of others to refuse to work, under certain conditions. The 
effect of the Act upon employers’ boycotts, as we shall see, is ai- 
most, if not quite, negligible. 


[To be concluded} 


25 (1930) 279 U.S. 864; 49 Sup. Ct. 480. 
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BOOK REVIEWS 


Pricing for Profit. By W1Lt1AM L. CHURCHILL. New York: Mac- 

millan Co., 1932. Pp. 271. 

The author of this volume, through his work as a consultant on en- 
gineering and accounting problems, has made certain generalizations 
which he propounds as economic laws. The main contention of the 
book is that most manufacturers are ignorant of the proper method of 
pricing and that there is a definite and correct method of arriving at 
selling prices. Many prices are too low. Some are too high. The road 
to increased profit in most cases is through higher prices rather than 
through lower costs. Costs have been studied so much that in most 
plants there remain only limited opportunities for further reductions 
except as new methods are developed. 

As a result of higher prices, the author feels that the country will be 
more prosperous. Profitable concerns pay good wages and salaries, at- 
tract the best labor, improve their products, often develop improved 
methods of production, and reduce costs. Unprofitable industries pay 
low wages, get the poorest labor, become stagnant, and do not properly 
serve the public. The author says that we need $15,000,000,000 more 
profits annually. This would give the owners of business and labor in- 
creased purchasing power and so make a market for more goods. He 
says that the addition of fifteen billions to profits would not mean a cor- 
responding addition to prices as some prices would be reduced. He 
does not show how this would be possible, for if some prices were not 
raised, others would have to be raised more to produce the extra fifteen 
billions of annual profits. 

The author claims to have developed a definite, accurate, and cor- 
rect method of pricing. Profit (before the payment of interest, divi- 
dends, and income taxes) should equal the manufacturer’s conversion 
cost. Conversion cost is the total cost of manufacture less the cost of 
raw materials. The correct price is arrived at by the use of the following 
formula. 

P (price f.o.b.) = 2C+S+M 

C—Conversion cost (manufacturing cost less cost of materials) 

C—Normal profit (the same amount as conversion cost) 

S—Sales budget (to jobbers } C; to retailers and other manu- 
facturers equal to C; to personal consumers 2X C) 

M—Cost of materials (including carrying charges) 
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Under this formula, the price to the consumer should equal the manu- 
facturer’s cost of materials plus four times his conversion cost. This 
method of pricing, according to the author, can also be used by dealers, 
personal-service concerns, and professional men. 

Let us assume that a manufacturer pays $1 for raw materials and has 
a conversion cost of $1, a profit of $1, and he should spend 50 cents for 
selling expense if he sells to the jobbers. The price to the jobber should 
be $3.50, the price to the retailer $4, and the price to the consumer $5. 
This would give the retailer a margin of 20 per cent, far too small for 
many. These prices would be the same regardless of whether the manu- 
facturer sold to jobbers, retailers, or consumers or whether middlemen 
were used. The profits and selling expenses would be cumulative when 
a product passes through successive steps of manufacture. 

It does not appear to the reviewer just why there should be a rela- 
tion between the manufacturer’s conversion cost and the dealer’s mar- 
gin. The figures in the illustration given on page 220 show retail mar- 
gins of 17-23 per cent, and iobbers’ margins of 10-15 per cent. The 
margin on different products would vary with the manufacturer’s con- 
version cost regardless of the dealer’s expenses. The author does not 
explain how large stores in shopping centers could operate on the mar- 
gins which his formula allows them. 

The author realizes that higher prices may lead to a reduction in 
sales. His answer is to increase sales expenditure. The object of the 
sales force is to collect the manufacturer’s profit and not to sell a large 
volume at a loss. He thinks that present expenditures for sales effort 
are far too small. We should spend ten billion dollars more annually on 
sales effort. The amount that should be spent is determined by the 
formula (that is by the conversion cost). This formula, however, does 
not tell how this amount should be spent: for advertising, salesmen, 
branch offices, or publicity. The author, however, appears to feel that 
most of the increase should go for advertising. He defines advertising 
as automatic machinery especially suited to the mass production of 
sales. 

In regard to dealers, the author has entirely the manufacturer’s 
viewpoint. The manufacturer should tell the dealer at what prices they 
should resell his products—to protect the dealers from themselves and 
the consumers from too low prices. The amount of the dealer’s margins 
is determined by the formula. Dealers should not be allowed to charge 
any less or any more. Large stores such as department stores should 
pay the same prices for their goods as the small stores. Dealers should 
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be able to distribute goods cheaper than the manufacturer and the sav- 
ing should constitute their profit. 

This book is an exhortation for higher prices to the manufacturers. 
It contains little analysis. Statements are dogmatic. The author styles 
himself an economist-engineer but shows no knowledge of the marginal 
theory of prices. He realizes that different producers have different 
costs but makes little or no use of this fact in the development of his 
theory. He apparently never heard of the doctrine that under normal 
conditions prices tend to equal cost of production nor does he make any 
reference to the economist’s definition of cost. He says that demand 
can be increased by more sales effort—often at higher prices. He ad- 
vocates more sales effort to increase the standard of living and profits. 
He says that industry is already so overdeveloped that it can supply 
the normal demand by operating one shift a day. He offers no method 
of preventing increased profits from further expanding capital facilities. 

The book makes one think. For this reason it is recommended to 
students of marketing and advertising. Some of the statements of fact 
are open to question. The author quotes no authority except his own 
studies. It is, therefore, to be presumed that his statements are based 


on data compiled by himself. 
P. D. CONVERSE 
University oF 


The Bank for International Settlements at Work. By ELEANOR 
LaNsING DuLLes. New York: Macmillan Co., 1932. Pp. ix+ 
631. 

Much has been said and written regarding the Bank for Internation- 
al Settlements, but until now there has been no study in English that 
deals comprehensively and carefully with this new institution. There 
have been discussions of the Reparation Bank and its connection with 
the financial legacies of the war, and enthusiastic discussions of a 
world-bank endowed with mysterious financial powers so that it might 
miraculously re-create the world. There are also many articles that 
deal thoroughly and scientifically with various aspects of the Bank’s 
structure or work, but it is not exaggerated praise to say that Miss 
Dulles’ work represents the first study that can be regarded as indis- 
pensable to students and practical financiers alike. 

Perhaps the most amazing thing about the B.LS. is that it is really 
a workable and efficient institution. “The group of bankers and econ- 
omists who conferred together in Basle in the spring of 1930 found a 
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new invention traced on paper, with working parts vaguely specified 
according to a new untried pattern, and yet in a few weeks they had 
set the machine in operation; it functioned smoothly and without inter- 
ruption” (p. 54). That sentence might serve as the theme for the whole 
book, and Miss Dulles has brought together records that might well 
have passed into oblivion if they had not been immediately seized, 
records that show how important to the world the operations of the 
Bank were even when the world knew least about them. Throughout 
the history of the Bank—indeed, even before it came into existence— 
there was a difference of opinion regarding its appropriate work in re- 
gard to central bank co-operation and the development of world-fi- 
nance. ‘There were those who contended that it must learn by slow ex- 
perience, wait for the growth of resources, and look forward to an ag- 
gressive policy in the distant future. The other group urged that the 
security of the existing economic system depended on daring leader- 
ship” (p. 116). 

Those responsible for the destinies of the institution wisely followed 
the counsel of the first group, and the author points out how their oper- 
ations were expanded slowly but surely, so that the Bank gained the 
strength and prestige to enable it to meet the gold-standard crisis of 
1931. A weaker, less well-managed institution would have crumbled— 
as many did—but “the Bank transformed itself in a few weeks into a 
different type of organization. It has been a clearing house and a repa- 
ration agent, with large liquid funds. It became an advisory body and 
in a sense an investment trust, handling large loans for distressed cen- 
tral banks” (pp. 411-12). This ability to rise to a new and unexpected 
situation is, perhaps, the best testimony to the soundness of the new 
Bank—and the account of the meeting of the crisis is certainly one of 
the most interesting sections of the book. 

Throughout its career the Bank has been faced with the necessity 
for solving problems that had never been clearly stated before its crea- 
tion, and Miss Dulles emphasizes the need for a careful study of mone- 
tary theory to serve as a guide in finding solutions. This isa peculiarly 
interesting phase of the Bank’s work—perhaps the most unexpected of 
all, because we are only gradually beginning to realize that monetary 
theory has made little or no progress during the past century. Even in 
regard to such subjects as foreign exchange and the value of money, 
contemporary theory is very niggardly in the aid that it offers, and all 
too often the conflict of multitudinous theories tends to obscure rather 
than clarify the issue. This vital problem rises time and again in regard 
to every section of the book. 
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But it is in regard to theory that I should like to differ from one of 
the fundamental conclusions of the author. In appraising the infla- 
tionary potentialities of the B.I.S. Miss Dulles suggests that “It could 
not create credit freely” (p. 128) and that “a deposit with the B.L.S. 
cannot be considered a basis for note circulation, except in rare cases” 
(p. 134), so that “there would be no direct inflation” (p. 175). I think 
these three statements, subject to a few minor conditions, sum up the 
argument in this regard, but the conclusion does not appear sound. 
Admittedly the policy of the B.I.S. during the past two years has at- 
tempted to prevent any inflation resulting from its operations (cf. pp. 
132, 167) but it is apparent that the powers of the Bank are clearly in- 
flationary. Under Article 21 of its Statutes the Bank advances funds to 
central banks in various ways, and Miss Dulles herself points out that 
a balance at Basle will serve the purpose of reserve funds (p. 136). It 
seems clear, therefore, that transactions giving rise to Type C deposits 
(and some of those regarding Type B) might give rise to a tertiary 
credit expansion if both parties were in agreement. Nor is it enough 
to say that any central bank has similar powers, since the expansive 
powers of the central banks are superimposed upon the unlimited pow- 
ers of credit creation given to the B.I.S. (which need not hold any 
metallic reserve against its deposits). Any immediate use of such pow- 
ers would be highly dangerous at the present time, as the managers of 
the Bank appear to have realized, but we must not allow ourselves to 
ignore the fact that such powers clearly exist. 

Many other subjects of interest throughout the book might be men- 
tioned, but the limits of this review do not permit. It must suffice to 
say that the author is to be congratulated on the satisfactory comple- 
tion of an extraordinarily difficult piece of work, and on the clarity and 
soundness with which she has presented her findings. 


F. Cyrit JAMES 
UNIVERSITY OF PENNSYLVANIA 


The New Psychology of Selling and Advertising. By Henry C. 
Linx. New York: Macmillan Co., 1932. Pp. xxiii+-293. $3.00. 
Dr. Link’s new book grows out of “the tremendous awakening in re- 

cent years to the importance of studying people’s wants and buying 

habits as the best clue to what they will buy.’’ Every chapter contains 
argument and illustration further emphasizing the central thesis that 
merchants must give more attention to consumers’ wants and that 
these wants must be ascertained by careful objective studies. The idea 
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admittedly is not new, but likewise it is not sufficiently acted upon. 
The application of scientific method to the study of people’s buying 
may be destined to become as significant as the use of such methods by 
Frederick Taylor and his followers in the production field. Thus far, 
progress has not been great, as the present book testifies. But there can 
be little doubt that we shall see rapid advances in the direction sketched 
by Dr. Link. 

The first half of the book is given over to discussions of market sur- 
veys and methods of testing advertisements. Interesting examples of 
techniques and results are included. In addition, keen critical com- 
ments are offered concerning questionnaires, interviews, problems of 
statistical sampling, planning market surveys, and so on. The empha- 
sis throughout is on measuring specific consumer behavior and specific 
advertising results in specific situations. 

Older psychological studies of advertising are dismissed as worth- 
less. Laboratory investigations of attention and memory value, for ex- 
ample, or the study of size, color, headline—all are relegated to the 
scrap heap. They are “obsolete” and “futile.” This treatment, while 
in accord with the precedent established by the “dean of modern psy- 
chologists” (the title-page label of Dr. J. B. Watson, who writes a Fore- 
word), is scarcely satisfying to persons in search of knowledge. Many 
of us agree that a great part of the psychological work on advertising 
has been without value, that it is naive and impractical. But that is 
far from saying that there is nothing worth salvaging. And when in the 
same cavalier spirit Dr. Link discards all the psychological interpreta- 
tions of why people buy, all the mental processes in the sale, then the 
psychologist who is not so “new” must needs protest. Link is so eager 
to demonstrate the merits of his own wares that he proceeds to con- 
demn everything else. His own points are excellent. But every reader 
would do well to balance this lopsided picture of marketing psychology 
by placing one or two books on the “old” psychology of selling and ad- 
vertising beside it—such books as those by Strong, Snow, Poffenberger, 
and Starch. 

The second half of the present volume may be mentioned more brief- 
ly. It contains chapters on selling by radio and by mail, the qualities of 
salesmanship, fashion behavior, sales records, and merchandise con- 
trol. The material deals largely with problems of retai! sales manage- 
ment and merchandising as encountered in the author’s experience. 
The treatment is practical and full of helpful and challenging sugges- 
tions. 


BOOK REVIEWS 177 


These later chapters, even more than the earlier, make one wonder 
what the “new psychology” is coming to. Psychology apparently in- 
cludes inventory control systems, classification of retail customers by 
kinds of purchases, and counts of radio listeners. It excludes all con- 
sideration of people’s motives or desires in following the fashion. It 
makes the mere collection of descriptive facts its goal. Dr. Link’s con- 
sumers buy, read magazines, request articles not on the shelves. These 
things he has seen and heard and counted. But these consumers do not 
have vague and unexpressed wants; they do not have dreams of power 
and leisure; they do not have accumulating feelings of good or ill will. 
These things they do not have, for the new psychologist has not seen, 
or heard, or recorded them. 

By all means let psychologists be hard-headed and insistent on care- 
fully collected facts. Speculation otherwise is fruitless and “mere the- 
ory.” But psychologists cannot stop with compilations of market data. 
The man on the street believes, and rightly, that psychology should 
give an understanding of why people act as they do, should give some 
insight into the desires and beliefs which eventuate in action. Unless 
the psychologist in the field of advertising and selling keeps his eyes on 
this more elusive goal, he becomes merely another student of market- 
ing. He may be quite as clever, critical, and scientific as the best of his 
practical confréres. But he is doing nothing distinctively psychological. 
This, I believe, is what has happened to Dr. Link. Consequently his 
book is an excellent introduction to consumer-research studies; but it 
is not at all an adequate sketch of what psychology has to offer on ad- 


vertising and selling. 
ARTHUR W. KoRNHAUSER 
UNIVERSITY OF CHICAGO 


Price Cutting and Price Maintenance. By E. R. A. SELIGMAN and 

R. A. Love. New York: Harpers, 1932. Pp. xiv+539. 

The most important part of the Seligman and Love book from the 
point of view of the average reader will probably be Part III, entitled 
“Reform,” in which the authors set forth their proposals for price 
maintenance. Briefly, their plan is to make effective the right to refuse 
to sell by legalizing: (a) The procuring of information with regard to 
prospective customers from manufacturer’s salesmen, individual com- 
petitors of the prospective customer, independent service companies or 
credit bureaus, middlemen, etc; (6) the receiving of assurances of pros- 
pective customers that prices will not be cut; (c) the acceptance of as- 
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surances or the use of any means of procuring information specified 
above as a basis for the resumption of relations with distributors who 
have been cut off; and, finally, (d) the policing of distributors, including 
where necessary the use of serial numbers on cases in order to trace 
price cutting. 

In short, the Seligman and Love plan would apparently legalize a 
price-maintenance scheme substantially similar to that formerly em- 
ployed by the Beechnut Packing Company. However, the authors also 
propose in addition to this plan a law declaring it unfair and illega! for 
a reseller to buy, resell, or otherwise dispose of trademarked or identi- 
fiable goods after he has been informed by the owner of the trade name 
or his licensee in writing: (1) That supplies are withheld from him, and 
(2) that the owner prohibits the buying and selling of the goods in ques- 
tion. 

If one believes in price maintenance, the first part of the author’s 
plan is, perhaps, a better scheme than are some of the more complicated 
and cumbersome systems proposed by various price-maintenance bills. 
To give to manufacturers, however, the right by notices to preclude in- 
dividuals from buying and selling a commodity is an extension of au- 
thority to the manufacturer at which many of the more conservative 
advocates of price maintenance might readily balk. 

Moreover, under their scheme, the authors visualize a situation 
which seems to the reviewer scarcely likely to be realized. “Arguments 
.. . . of an unduly high price level’”’ may be dismissed as little con- 
sequence” (p. 319). “The plan of guaranteed margins and profits [of 
retailers] will not be realized” (p. 320). Where is the proof? In both the 
Cudahy and Beechnut cases where these questions were gone into in de- 
tail by the Trade Commission, the margins required by the resale prices 
were always higher than those of lower-cost distributors and a competi- 
tive price level was thereby avoided. In both cases, this was coupled 
with rigid and well-maintained distributor margins. In the former case, 
there were agreements amounting to contracts, if not actually con- 
tracts. In the latter, it was expressly stipulated that there were no con- 
tracts and the system used was essentially that which is proposed by 
the authors of this volume. The only conclusion the writer is able to 
reach is that the authors really think that times have changed. Perhaps 
large chain-store and voluntary chain volume and heavy private-brand 
sales have so mellowed the manufacturers that they will not seriously 
attempt to maintain prices but will only refuse to sell as a remedy for 
extreme price cutting. Thus, the authors say that under their scheme 
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“price cutting per se is left untouched”; “arguments against uniformity 
and rigidity of prices fall to the ground”’; “refusal to sell provides a 
means of dealing with special cases”; “‘withholding goods will be uti- 
lized by many .... in the case of .... only... . retailers whose 
pricing policy is clearly detrimental to the industry as a whole”’ (p. 
319). If the implications contained in these latter statements are to be 
realized, the authors’ plan is a gold brick for the price-maintenance ad- 
vocates. If and as the reviewer suspects, it does not work out in this 
manner but numerous air-tight price-maintenance arrangements on 
many articles develop, the case will be quite otherwise. 

As a whole, the study contains little that is new to any student of the 
price-maintenance field, not even the authors’ “‘conclusion that will sur- 
prise many—that the real incentive to price maintenance comes... . 
from the distributor” (p. 198). 

In Part IT, “Analysis,” there is a great deal of discussion pro and con 
of the effect of price maintenance on the retailer, the manufacturer, and 
the consumer, of leaders and loss leaders, of switching of customers by 
retail salesmen—familiar ground to all students of price maintenance. 
Much attention is also devoted to the interdependence of prices and the 
differences in specific and overhead costs, especially as related to lead- 
ers. Though the reviewer considers the book lacking in an adequate 
analysis of the theory of competition as related to price maintenance 
(see “Resale Price Maintenance as Unfair Competition” in Columbia 
Law Review, 1919), the greatest weakness of the volume is its practical 
ignoring of the relation of private brands to price maintenance, the 
term “private brand” apparently not even being indexed. Are the au- 
thors unaware of the relation of the high private-brand volume of the 
ever growing chain-store systems to the price-maintenance problem? 
Coupled with the implications referred to above—that manufacturers 
will not seriously enforce price maintenance under their plan—the 
omission is too flagrant not to be suspicious. The reviewer, therefore, 
prefers to believe that the authors realized the problem but deliberately 
avoided its discussion. Whichever may be the correct interpretation, 
the omission detracts from the value of the study. 

Part I of the volume is historical and contains an interesting and 
comprehensive survey of the price-maintenance movement, including 
the court decisions. The Appendices by Messrs. Max Benko, Revis 
Cox, and others contain a large amount of valuable factual information 


relating to the subject. 
W. H. S. STEVENS 
FEDERAL TRADE COMMISSION 


